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CALIFORNIA DEPARTMENT OF INSURANCE

LEGAL DIVISION

Mary Ann Shulman, Esq. sBN 190164
Teresa R. Campbell, Esq SBN 162105
45 Fremont Street, 21% Floor

San Francisco, California 94105
Telephone: 415/538-4133
Facsimile: 415/904-5490

Attorneys for the
California Department of Insurance

BEFORE THE INSURANCE COMMISSIONER

OF THE STATE OF CALIFORNIA

SAN FRANCISCO

In the Matter of the Certificate of Authority
of:

BLUE SHIELD OF CALIFORNIA LIFE &
HEALTH INSURANCE COMPANY,

Respondent.

Second Amended Accusation

CDI File No. OSC-2007-00067
OAH No.: 2008020772

SECOND AMENDED

ORDER TO SHOW CAUSE

(Insurance Code §§790.03, 790.05, and 790.06
and California Code of Regulations, Title 10,
§82695.1 et seq.;

ACCUSATION

(Insurance Code §§700(c), 704(b) 790.03,
790.05, 790.06, 796.04, 10113, 10123.13,
10123.131, 10169, 10380, 10381.5, 10384, and
10400 and California Code of Regulations,
Title 10, §§2695.1 et seq.;

NOTICE OF NONCOMPLIANCE AND
HEARING

(Insurance Code §§700(c), 704(b), 790.03,
790.05, 790.06, 796.04, 10113, 10123.13,
10123.131, 10169, 10380, 10381.5, 10384, and
10400 and California Code of Regulations,
Title 10, §§2695.1 et seq.; and,

DEMAND FOR MONETARY PENALTY
(Insurance Code §§790.035, 790.08, and
12976).
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The Insurance Commissioner of the State of California (“Insurance Commissioner”) in his
official capacity alleges that:

JURISDICTION AND PARTIES

1. From July 1, 1954 to the present, Respondent, BLUE SHIELD OF CALIFORNIA
LIFE & HEALTH INSURANCE COMPANY (“BLUE SHIELD?”), has been the holder of a
Certificate of Authority issued by the Insurance Commissioner authorizing Respondent to transact
the business of life and disability insurance in the State of California, pursuant to §700 et seq. of
the California Insurance Code.'

2. Respondent, BLUE SHIELD, is a California corporation and a wholly-owned
subsidiary of Blue Shield of California.

3. On or about August 2005, the California Department of Insurance’s
(“Department”) Field Claims Bureau commenced a routine Market Conduct examination of
BLUE SHIELD’S claims practices and procedures in California, pursuant to §§730, 733 and
735.5, to determine whether BLUE SHIELD’S denial of claims and claims handling pracﬁces
during the twelve-month period from June 1, 2004 through May 31, 2005 conformed to its
contractual obligations and applicable law. The examination occurred in BLUE SHIELD’S
corporate offices in San Francisco. The investigation included an examination of claims files and
related records involving Group and Individual Preferred Provider Organization product lines,
Individual Short-Term Health products, and Group and Individual life insurance product lines;
and an examination of BLUE SHIELD’S guidelines, policies and procedures, training plans, and
forms adopted by BLUE SHIELD for use in California. The examination also covered the work
practices of BLUE SHIELD’S third-party administrator for BLUE SHIELD’S Short-Term Health

product, Comprehensive Benefits and Claims Administrators, located in Minneapolis, Minnesota.

! All citations are to the California Insurance Code unless otherwise indicated.
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4. Concurrent with the Department’s initial routine examination of BLUE SHIELD’S
claims handling practices, the Department conducted a targeted Market Conduct examination
focusing on BLUE SHIELD’S rescission practices during the same twelve-month period from
June 1, 2004 through May 31, 2005. The targeted examination regarding rescissions covered
Individual and Family Plan héalth insurance products to determine whether such rescission
practices and related claims settlement practices conformed to contractual obligations and
applicable law.

5. The Department’s Public Report of the Market Conduct Examination As of May
31, 2005 stated the manner and extent td which BLUE SHIELD’S noncompliance with Insurance
Code §790.03 and California Code of Regulations, title 10, §§2695.1 et seq. (attached hereto as
Exhibit 1),2 and specified a reasonable time thereafter in which such noncompliance may be
corrected.

6. The Department’s Report of the Market Conduct Examination As of May 31, 2005
stated the manner and extent to which BLUE SHIELD’S noncompliance with violations of laws
other than §790.03 and California Code of Regulations, title 10, §§2695.1 et seq., is alleged
(attached hereto as Exhibit 2),® and specified a reasonable time thereafter in which such
noncompliance may be corrected.

7. California Insurance Code §700(c) provides that, after the issuance of a certificate
of authority, the holder must continue to comply with all requirements set forth in the Insurance

Code and all other applicable laws of this State.

2 The Public Report of the Market Conduct Examination As of May 31, 2005, attached as Exhibit 1, contains only
alleged violations of Cal. Ins. Code §790.03 and Cal. Code Regs. , tit. 10, §§2695 et seq. identified in the combined
initial and targeted examinations.

* The Report of the Market Conduct Examination As of May 31, 2005, attached as Exhibit 2, contains only alleged
violations of laws other than Cal. Ins. Code §790.03 and Cal. Code Regs., tit.10, §2695 et seq. identified in the
combined initial and targeted examinations,
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8. California Insurance Code §704(b) provides that the Commissioner may suspend
an insurer’s certificate of authority, after hearing, for not carfying out its contracts in good faith.

9. California Insurance Code §10400 provides, in pertinent part, that the
Commissioner may suspend an insurer’s certificate of authority for willfully engaging in
postclaims underwriting, in violation of Insurance Code §10384, or willfully violating any other
provision of Chapter 4, Part 2, Division 2 of the Insurance Code.

10. California Insurance Code §§730, 733, 734, and 790.04 authorize the
Commissioner access to all records of an insurer and the power to examine the affairs of every
person engaged in the business of insurance to determine whether such insurer or person has
complied with all laws applicable to insurance transactions.

11.  California Insurance Code §790.02 prohibits any insurer from engaging in this
State “in any trade practice which is ... an unfair method of competition or an unfair or deceptive
act or practice in the business of insurance.”

12.  California Insurance Code §790.03 defines unfair methods of competition and
unfair and deceptive acts or practices in the busin¢ss of insurance. Section 790.03(h) enumerates
sixteen (16) claims settlement practices that, when either knowingly committed on a single
occasion, or performed with such frequency as to indicate a general business practice, are
considered to be unfair claims settlement practices, and are thus prohibited.

13.  California Code of Regulations (“CCR”), Title 10, Chapter 5, Subchapter 7.5,
Article 1 contains Fair Claims Settlement Practices Regulations “to promote the good faith,
prompt, efficient and equitable settlement of claims.” These regulations delineate certain
minimum standards for the settlement of claims which, when violated knowingly on a single
occasion or performed with such freqﬁency as to indicate a general business practice shall

constitute an unfair claims settlement practice within the meaning of Insurance Code §790.03(h).
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Other acts or practices not specifically delineated in this set of regulations may also be unfair
claims settlement practices subject to Insurance Code §790.03. All licensees are required to have
thorough knowledge of such regulations.

14. CCR, title 10, §2695.1(g) provides that failure of a licensee to provide the
commissioner with requested information sufficient to examine the licensee’s claims handling
practices may justify a finding that the licensee was in noncompliance with these regulations or
California Insurance Code §790.03.

15. CCR, title 10, §2695.3(a) requires all insurers to maintain all documents, notes and
work papers, including copies of all correspondence, pertaining to each claim in such detail that
pertinent events and the dates of the events can be reconstructed and the licensee’s actions
pertaining to the claim can be determined.

16.  CCR, title 10, §2695.5(a) requires a licensee to respond immediately to an inquiry

- from the Department concerning a claim, but in no event more than twenty-one (21) calendar

days of receipt of that inquiry. This section is not intended to permit delay in responding to
inquiries by Department personnel conducting an examination on the insurer’s premises.

17. CCR, title 10, §2695.7(b) (1) requires a licensee to provide to a claimant, in
writing, the factual and legal basi}s for denial of a claim. Section 2695.7(b) (3) further requires a
licensee to include a statement in its claim denial that, if the claimant believes the claim has been
wrongfully denied or rejected, he or she may have the matter reviewed by the California
Department of Insurance, and must include the address and telephone number of the unit of the
Department WhiCi‘l reviews claims practicesr. |

18. CCR, title 10, §2695.7(d) provides that every insurer must conduct and diligently
pursue a thorough, fair and objective investigation and shall not persist in seekiﬁg information not

reasonably required or material to the resolution of a claim dispute.
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19.  California Insurance Code §790.035 provides that “any person who engages in any
unfair method of competition or any unfair or deceptive act or practice defined in §790.03 is
liable to the state for a civil penalty to be fixed by the commissioner, not to exceed five thousand
dollars ($5,QOO) for each act, or, if the act or practice was Willful, a civil penalty not to exceed ten
thousand dollars ($10,000) for each act. The commissioner shall have the discretion to establish
what constitutes an act.”

20.  California Insurance Code §790.06 provides for the prosecution of unfair methods
of competition and unfair and deceptive acts or practices in the business of insurance that are not
defined in §790.03.

21.  California Insurance Code §790.08 states that “The powers vested in the-
commissioner in this article shall be additional to any other powers to enforce’any penalties, fines
or forfeitures, denials, suspensions or revocations of licenses or certificates authorized by law
with respect to the methods, acts and practices hereby declared to be unfair or deceptive.”

22. California Insurance Code §796.04 provides that a health insurer “that authorizes a
specific type of treatment for services covered under a policyholder’s contract by a provider shall
not rescind or modify this authorization after the provider renders the health care service in good
faith and pursuant to the authorization for any reason, including, but not limited to, the insurer’s
subsequent rescission, cancellation, or modification of the insured’s or policyholder’s
contract....”

23. California Inéurance Code §10113 provides that “Every policy of life, disability, or
life and disability insurance issued or delivered within this State... shall contain and be deemed to
constitute the entire contract between the parties and nothing shall be incorporated therein by
reference to any constitution, by-laws, rules, application or other writings, of either of the parties

thereto or of any other person, unless the same are indorsed upon or attached to the policy....”
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24.  California Insurance Code §10169 provides, in pertinent part, that, under the
Legislature’s establishment of an Independent Medical Review System in the Department of
Insurance, commencing J anuafy 1, 2001, every disability insurer must provide an insured with the
opportunity to seek an independent medical review whenever health care services have been
denied, modified, or delayed by the insurer...if the decision was based in whole or in part on a
finding that the proposed health care services are not medically necessary. Subsection (i) of
§10169 requi;‘es that “every disability insurer shall prominently display in every ...insurance
contract, ...on copies of insurer procedures for resolving grievances, on letters of denials issued
by either the insurer or its contracting organization, and on all written responses to grievances,
information concerning the right of an insured to request an independent medical review” from
the Department of Insurance “in cases where the insured believes that health care services have
been improperly denied, modiﬁéd, or delayed by the insurer 6r by one of its contracting
providers.”

25.  California Insurance Code §10123.13 requires that “Every insurer issuing group or
individual policies of health insurance that covers hospital, medical, or surgical expenses...shall
reimburse claims. .., whether in State or out of state, as soon as practical, but no later than 30
working days after receipt of the claim by the insurer.” If the claim is contested or denied by the
insurer, the claimant shall be notified in writing within 30 working days after receipt of the claim.
Such notice must identify the portion of the claim that is conftested or denied and the specific
reasons including the factual and legal basi.s for contesting or denying the claim. The insurer
shall provide a copy of such notice to the insured’s health care provider that provided the services
at issue. If an uncontested claim is not reimbursed within 30 working days after receipt, or if the
insurer has received all of the information necessary to determine payer liability for a contested

claim that is determined to be payable and has not reimbursed the claim within 30 working days
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of receipt of that information, interest shall accrue and shall be payéble at the rate of 10 percent
per annum beginning with the first calendar day after the 30 working day period.

26.  California Insurance Code §10123.131 provides, in pertinent part, that an insurer
shall not request information that is not reasonably necessary to determine liability for payment of]
a claim.

27.  California Insurance Code §10380 provides that the falsity of any statement in the
application for insurance shall not bar the right to recovery under the policy unless such false
statement was made with actual intent to deceive or unless it materially affected either the
acceptance of the risk or the hazard assumed by the insured.

28.  California Insurance Code §10381.5 provides, in pertinent part, that “the insured

shall not be bound by any statement made in an application for a policy unless a copy of such

application is attached to or endorsed on the policy when issued as a part thereof.”

29. | California Insurance Code §10384 prohibits an insurer issuing any policy of
disability insurance covering hospital, medical, or surgical expenses from engaging in the practice
of postclaims underwriting. “Postclaims underwriting” is defined as “rescinding, canceling, or
limiting of a policy or certificate due to the insurer’s failure to complete mediéal underwriting and
resolve all reasonable questions arising from written information submitted on or with an
application before issuing the policy or certificate.”

FACTUAL ALLEGATIONS

30.  On or about August 2005, the Department conducted é routine Market Conduct
examination of BLUE SHIELD’S claims handling practices during the period of June 1, 2004
through May 31, 2005. The examination focused primarily on whether BLUE SHIELD’S claims
handling and claims settlement practices were effectuated promptly, fairly, and equitably, in |

conformance with contractual obligations and California law.
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31.  Concurrently, the Department conducted a targeted examination of Blue Shield’s

rescission practices during the same twelve month period from June 1, 2004 through May 31,
2005. The targeted examination covered only Individual and Family Plan health insurance
policies.

32. Between June 1, 2004 and May 31, 2005, Blue Shield rescinded one hundred
eighty-five (185) Short-Term-Health insurance policies and forty-four (44) Individual and Family
Plan health insurance policies, totaling two hundred twenty-nine (229) policies.

33.  During the initial Market Conduct examination, the examiners reviewed two
hundred eighty-six (286) claims files involving various Blue Shield lines of business, including
Group and Individual Preferred Provider Organization health insurance products, Individual
Short-Term Health products, and Group and Individual life insurance products. The initial
examination included ten (10) rescinded and cancelled Individual and Family Plan health
insurance policies. During the concurrent targeted examination, the examiners reviewed the
remaining thirty-four (34) rescinded Individual and Family Plan health insurance policies during
that time period. In sum, the examiners reviewed three hundred twenty (320) files.

34. Based oh the combined examinations, the Department alleges that BLUE SHIELD
has engaged in the following five hundred seventy-five (575) unfair or deceptive acts or
practices,” in violation of California Insurance Code §790.03 and/or the Fair Claims Settlement
Practices Regulations, as more fully described in the attached Market Conduct reports:

Failure to Act Reasonably Promptly Upon Communications Regarding Claims

(@ In one hundred seventy-six (176) instances, BLUE SHIELD failed to respond to an

inquiry by the Department’s examiners within 21 calendar days, in violation of CCR, title 10,

Second Amended Accusation -9-
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§2695.5(a). In many of those instances, BLUE SHIELD took 22 to 100 days to respond.

(b) In at least one (1) instance, BLUE SHIELD failed to acknowledge and act
reasonably promptly to a provider appeal with respect to claims arising under insurance policies,
in violation of California Insurance Code §790.03(h)(2). 7

(c) In two (2) instances, BLUE SHIELD failed to acknowledge to the claimant receipt
of a notice of claim within fifteen calendar days, in violation of CCR, title 10, §2695 .5_(é)(1).

(d) In three (3) instances, BLUE SHIELD failed to act reasonably promptly in
providing and/or maintaining all documents and records requested by Department examiners, as
required by California Insurance Code §734, in violation of California Insurance Code
§790.03(h)(2j.

Failure to Adopt and Implement Reasonable Standards for the Prompt Investigation and
Processing of Claims

(e) In one hundred twenty-five (125) instances, BLUE SHIELD failed to adopt and
implement reasonable standards for the prompt investigation and processing of claims arising
under its insurance policies, in violation of ‘Califomia’ Insurance Code §790.03(h)(3).

63 In fifty-eight (58) instances, BLUE SHIELD failed to maintain all documents,
notes, correspondeﬁce; and work papers which reasonably pertain to each claim in such detail that
pertinent events and the dates of the events can be reconstructed and the licensee’s actions
pertaining to the claim can be determined, in violation of CCR, title 10, §2695.3(a).

(g) In seventeen (17) instances, BLUE SHIELD failed to respond at all or failed to
properly evaluate responses from policyholders who appealed rescission of their coverage and
denial of their claims, in violation of California Insurance Code §§790.02 and 790.03(h)(3). In

one instance, an insured who applied for a plan transfer was underwritten and thereafter rescinded |

* Of the 531 claims handling violations cited in the Market Conduct Examination Reports, 519 were identified in the
initial examination and 12 in the targeted examination.
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when he should not have been underwritten at all. In three instances, points that led to a ‘
rescission were assigned for symptoms in which there was no evidénce of the underlying
diagnosis that generated the points. In seven instances, policyholders appealed rescission of their
coverage attaching statements from their health care providers refuting BLUE SHIELD’S basis
for rescission, which BLUE SHIELD did not address.

Misrepresentation of Pertinent Facts or Insurance Policy Provisions to Claimants

(h) In sixty-one (61) instances, BLUE SHIELD failed to represent correctly to
claimants pertinent facts or insurance policy provisions relating to a coverage at issue, in violation
of California Insurance Code §790.03(h)(1). Four of these instances involved life insurahce
products, in which BLUE SHIELD notified claimants of life insurance benefits that a beneficiary
was not designated yet BLUE SHIELD could not locate a copy of the application in the files to
support such a statement.

) In five (5) instances, BLUE SHIELD failed to advise poliéyholders of their righf to
seek an Independent Medical Review from the Department of Insurance on letters of denials and
other written materials, as required by California Insurance Code §10169(i), in violation of
California Insurance Code §790.03(h)(1).

- Not Attempting in Good Faith to Effectuate Prompt, Fair and Equitable Settlements

) In thirty-five (35) instances, BLUE SHIELD failed td include a statement in its
claim denial that, if the claimant believes the claim has been wrongly denied or rejected, he or she
may have the matter reviewed by the California Department of Insurance, along with the address
and telephone number of the unit of the Department which reviews claims practices, in violation
of CCR, title 10, §2695.7(b)(3). BLUE SHIELD was previously cited for violation of this section

in the Department’s Market Conduct Examination Report As of AuguSt 31, 2002.
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k) In twenty-six (26) instances, BLUE SHIELD failed to conduct and diligently
pursue a thorough, fair and objective investigation by persisting in seeking information not
reasonably required for or material to the resolution of a claim dispute, in violation of CCR, title
10, §2695.7(d) (prior to 10/04 CCR revision).
| M In three (3) instances, BLUE SHIELD failed to conduct and diligently pursue a
thorough, fair and objective investigation of a claim, in violation of CCR, title 10,
§2695.7(d)(after 10/04 CCR revision).

(m) Inseventeen (17) instances, BLUE SHIELD did not attempt in good faith to
effectuate prompt, fair and equitable settlements of claims in which liability had become
reasonably clear, in violation of California Insurance Code §790.03(h)(5). BLUE SHIELD
agreed to these findings and, at the insistence of the Department, conducted a survey of claims
during 2004-2006, resulting in payment of an additional $986,401.93 to claimants.

(n) In thirteen (13) instances, BLUE SHIELD failed to provide to the claimant an
explanation of benefits for each claim payment including, if applicable, the name of the proi/ider
or services covered, dates of service, and a clear explanation of the computation of benefits, in
violation of CCR, title 10, §26§5.1 1(b).

(o) Infive (5) instances, BLUE SHIELD failed to provide to the claimant, in writing,
the factual and legal bases of the reason for the denial of a claim, in violation of CCR, tiﬂe 10,
§2695.7(b)(1).

(p)  Infour (4) instances, BLUE SHIELD failed to affirm or deny coveragé of claims
within a reasonable time after proof of loss requirements had been completed and submitted by

the insured, in violation of California Insurance Code §790.03(h)(4).
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@ In at least one (1) instance, BLUE SHIELD attempted to settle a claim by making
a settlement offer that is unreasonably low despite evidence submitted by the claimant to support
the value of the claim, in violation of CCR, title 10, §2695.7(g).

(r) In at least one (i) instance, BLUE SHIELD failed to reimburse the insured or
medical service provider for reasonable expenses incurred in copying medical records requested
by the insurer, in violation of CCR, title 10, §2695.11(g). BLUE SHIELD agreed to this finding
and, at the insisten;e of the Department, conducted a survey of claims paid during 2003-2006,
resulting in payment of an additional $974.65 to claimants and/or medical service providers.

(s) In three (3) instances, BLUE SHIELD failed to return premium to beneficiaries at
the time of claims settlement, as required by California Insurance Code §481, in violation of
California Insurance Code §790.03(h)(5). BLUE SHIELD agreed to these findings and, at the
insistence of the Department, conducted a survey of claims during 2004-2006, resultiﬁg in
payment of an additional $15,104.24 to claimants.

® In seven (7) instances, BLUE SHIELD failed to pay interest on an uncontested
claim after thirty working days, as required by California Insurance Code §10123.13((b), in
violation of California Insurance Code §790.03(h)(5). BLUE SHIELD was previously cited for
violation of this section in the Department’s Market Conduct Examination Report As of August
31, 2002.

(u) Inv five (5) instances, BLUE SHIELD failed to pay interest on a contested claim
that had not been paid within thirty days of a determination of payer liability, as required by
California Insurance Code §10123.13(c), in violation of California Insurance Code §790.03(h)(5).
BLUE SHIELD agreed with these findings and paid the interest due.

(v) In four (4) instances, BLUE SHIELD failed to reimburse or notify insureds that

BLUE SHIELD was contesting or denying the claim within thirty working days, as required by
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California Insurance Code §10123.13(a), in violation of California Insurance Code §790.03(h)(4).
BLUE SHIELD was previously cited for noncompliance with California Insurance Code
§10123.13(a) in the Department’s Market Conduct Examination Report As of August 31, 2002.

Failure to Certify Adequate Training of Claims Agents

(w)  Inone (1) instance, BLUE SHIELD failed to maintain a copy of the certification
that the company had provided thorough and adequate training of its claims agents regarding the
Fair Claims Settlement Practices Regulations, in violation of CCR, title 10, §2695.6(b)(4). /

Failure to Disclose Policy Provisions and Benefits

(x) In two (2) instances, BLUE SHIELD failed to disclose to a claimant or beneficiary
all benefits, coverage, time limits or other provisions of an insurance policy that may apply to the
claim presented, in violation of CCR, title 10, §2695.4(a).

35.  The Commissioner has alleged that each act identified in paragraph 34 constitutes
an unfair method of competition or unfair or deceptive act or practice within the meaning of
California Insurance Code §790.03; and,

36.  Asaresult of the combined examinations, the Department also alleges that BLUE
SHIELD has engaged in activities related to rescissions in violation of the following provisions of
the Insurance Code, as more fully described in the Market Conduct Reports:

Failure to Attach or Endorse the Application to the Insurance Policy When Issued

In two hundred twenty-nine (229) instances, BLUE SHIELD failed to attach or endorse
the application on the policy when it was issued yet used statements in the application as the basis
for all forty-four (44) Individual and Family Plan rescissions and cancellations and one hundred

eighty-five (185) Short-Term Health policy rescissions, in violation of California Insurance Code

§10113.
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In two hundred twenty-nine (229) instances, BLUE SHIELD used insured’s statements in
an application for a health insurance policy as the basis for rescission without attaching or
endorsing such application on the policy when it was issued in all of the Individual and Family
Plan and Short-Term Health insurance policies rescinded between June 1, 2004 through May 31,
2005, in violation of California Insurance Code §10381.5.

Failure to Establish Material Misrepresentation to Bar Recovery Under the Policy

In two hundred twenty-nine (229) instances, BLUE SHIELD failed to establish that an
incorrect or incomplete response on the application constituted material misrepresentation or
intent to deceive, under applicable law, in each of the forty;four (44) Individual and Family Plan
policies and one hundred eighty-five (185) Short-Term Health insurance policies rescinded
between June 1, 2004 through May 31, 2005 to bar recovery under the policies, in violation of
California Insurance Code §10380. The Department’s examiners found no evidence that BLUE
SHIELD made a good faith effort to determine whether the policyholder was aware of the true
facts of his or her medical history and appreciated the significance of information related to him
or her or contacted the agent to determine all the facts surrounding any alleged misrepresentation
in a rescission investigation.

BLUE SHIELD Engaged in Prohibited Postclaims Underwriting

In two hundred twenty-nine (229) instances, BLUE SHIELD engaged in postclaims
underwriting in each of the forty-four (44) Individual and Family Plan policies and one hundred
eighty-five (185) Short-Term health insurance policies rescinded between June 1, 2004 through
May 31, 2005, in violation of California Insurance Code §10384, by failing to complete medical
underwriting and resolve all reasonable questions arising from written information submitted on

or with an application before issuing the policy. As examples,
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(1) YV’s health insurance policy was rescinded after a request for prior authorization
of medical care and claims were received by BLUE SHIELD. BLUE SHIELD’S postclaims
investigation revealed inconsistencies in YV’s application when compared to medical records
which were only obtained affer issuance of the policy for the postclaims investigation.
Specifically, YV’s application reported treatment for a bladder infection on 2/1/04 in Part 7 of the
application, which was an incorrect section of the application for reporting this information. In
spite of the bladder infection and bladder pain reported in Part 7, YV provided conflicting
information in Part 4 when she answered “no” to the following question: “Have you ever
received any professional advice or treatment for or had any of the symptoms pertaining to any of
the following:...Question 6: Urinary Tract: Such as: renal,...bladder...infections.” Further, YV
did not list any medication she presumably would have taken for a bladder infection. YV’s
application also provided no information on details of her medical condition in Part 5 even though
she reported it in Part 7, making this application incomplete. BLUE SHIELD failed to contact the
applicant or take any other steps to obtain the missing responses. Thus, BLUE SHIELD was put

on notice that the applicant had suffered bladder pain and a bladder infection but chose not to

complete medical underwriting and resolve the obvious inconsistencies prior to issuing the policy.

Further, the structure of the question in Part 7, which inquires about the Last Physician
Visit, provides no opportunity for the applicant to supply information about visits prior to the last
physician visit and is confusing and difficult to understand. It would be difficult for an applicant
to report recurring visits or problems when the question asks only about the last physician visit.
Yet BLUE SHIELD would need this information to properly apply its own underwriting
guidelines and to complete medical underwriting.

BLUE SHIELD failed to consistently apply its underwriting guidelines and processed

YV’s incomplete application as a “clean” application. Had BLUE SHIELD ordered a copy of
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medical records from the doctor who treated her bladder infection prior to issuing coverage, it
would have obtained the additional information needed to complete medical underwriting to
determine eligibility. Instead, BLUE SHIELD waited until medical services were needed and
provided to conduct a postclaims investigation that resulted in rescinding the policy. During the
postclaims investigation, BLUE SHIELD obtained the medical records at no cost within four days
of its request.

(2)  VH completed an application for health insurance and BLUE SHIELD issued the
policy without reviewing or requesting medical records during the pre-enrollment medical
underwriting process. BLUE SHIELD asked the insurance agent (holding an appointment from
BLUE SHIELD) involved in selling the policy to obtain two piecés of missing information
regarding applicant’s cigarette smoking and last menstrual period. In a large handwritten note,
initialed at the bottom of VH’s application, the agent wrote “Suggest APS.” An “APS” is an
Attending Physician Statement and is an important part of the medical underwriting process when
there is any question about the applicant’s medical information which is self-reported. In Part 11
of the application, the agent is required to provide written yes or no answers to a séries of
questions. On VH’s application, in the section where the agent signs, every single f‘YES”
response had clearly been scratched out and replaced with a “NO” response. By failing to contact
its appointed agent to inquire about the changed answers and the agent’s recommendation to
obtain an Attendiﬁg Physician Statement, BLUE SHIELD failed to complete medical
underwriting. The Department could find no evidence of an Attending Physician Statement or
documentation of an inquiry to the agent regarding the recommendation in the pre-enrollment
underwriting file.

(3)  MQ submitted an application for individual health insurance on October 2, 2004.

The application showed a “NO” response in Part 4 to the following question: “Have
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you...EVER...received any professional advice or treatment for or had any symptoms pertaining
to any of the following?... Question 19. Counseling or treatment for symptoms of depression,
manic depression, anxiety, ...or for any other reason?” In Part 6, MQ indicated ongoing use of
the medication Propanolol as of 2/27/04. MQ reported using this medication for aﬁxiety and
indicated no end date for use of this medication. In Part 7, which asked to List your Last
Physician Visit, MQ reported the same 2/27/04 visit ’to her physician with the finding of Anxiety
and Present Status of “None.” The information provided by MQ in these three different parts of
the application produced clear conflicts. In two answers, she reported anxiety but answered
“NO” to a direct question about anxiety in her Medical History. She provided no information in
Part 5 asking for Medical Condition Details. The Department’s examiners did not find any
evidence that BLUE SHIELD requested additional information from the applicant or medical
records in the pre-enrollment underwriting file to resolve these apparent conflicts and
inconsistencies in the application before issuing the policy.

MQ also indicated on the application that she drank five alcoholic beverages per week for
five years with a stop date of 9/26/04, which was only five days prior to the date of her
application for health coverage. These contradictory and inconsistent responses to an experienced
underwriter clearly call for additional information to complete medical underwriting and resolve
apparent questions. Nothing was done. However, once health care providers requested prior
authorization for medical care and claims for medical services were submitted for payment,
BLUE SHIELD immediately initiated a postclaims investigation during which it obtained
underwriting information that led to rescission of MQ’s coverage.

(4) NB submitted her application for individual health insurance on 8/25/04. Even
though her application was incomplete due to the omission of the diagnosis that led to her surgery

in 2002, BLUE SHIELD issued a policy. NB’s application also contained obvious
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inconsistencies that were not resolved prior to issuance of coverage. In the part asking about
Medical Conditions, NB listed treatment for stress due to a divorce from 7/03 and ending 9/03.
However, in the part asking about her Last Physician Visit, NB listed a referral to counseling on
03/10/04, that her present status was “good,” and that the reason for the physician visit was
“follow up.” BLUE SHIELD did not comply with its own guidelines that call for the applicant to
provide written documentation of missing information such as a diagnosis. The Department’s
examiners could find no evidence that BLUE SHIELD sought medical records or took other
measures to properly complete medical underwriting and resolve the patent inconsistencies in
NB’s application prior to issuing a policy. |

(5)  FH applied for health coverage, requesting an effective date of 4/1/04. She
answered “YES” to the question “Have you...EVER received any professional advice or
treatment for or had any symptoms pertaining to any of the following? Question 1: Brain or
nervous system — such as: dizziness, headache, etc.?” FH reported, in Part 5, a diagnosis of
hormonal migraines that was ongoing and that she was continuing to take a medication for this
diagnosis. FH did not complete the question regarding frequency of her migraines nor did she
complete the application’s inquiry regarding the Present Status of her migraines. BLUE SHIELD
did not follow up to obtain the missing information and issued a policy. Five months after the
effective date, a prior authorization request triggered a postclaims investigaﬁon. Thereupon,
BLUE SHIELD requested medical records and received them within three days. FH also filed a
complaint with the Department stating that she had fully disclosed her medical history but her
coverage was still rescinded.

(6) MM, KD, BZR, and JC reported prior coverage with BLUE SHIELD or one of its
affiliates. Nonetheless, in spite of easy access to claims history and medical information detail

for these four individuals, there was no record that BLUE SHIELD reviewed such information to

Second Amended Accusation -19-




O 0 NN O U kR WD =

DN NN NN N e ek e e e e e e e
A U A WD = OO0 NN N RN = O

complete medical underwriting before issuing the policies to assure that the responses were
accurate and complete. BLUE SHIELD processed MM’s application as a “clean” application, yet
it had prior claims history to show that it had paid claims for treatment of conditions that were not
reported on the application. BLUE SHIELD ignored its own guidelines which instruct that an
application should not be treated as “clean” if there is prior BLUE SHIELD health coverage.

@) CC submitted an online application to BLUE SHIELD requesting a plan change,
from a PPO plan with a $5,000 deductible to a PPO plan with a $750 deductible. BLUE SHIELD
issued coverage under the new plan on 8/15/04, but shortly thereafter initiated a postclaims |
investigation on 9/9/04. On his transfer application, CC reported a normal healthy routine exam
on 7/29/02, followed by an emergency room visit seven days later and a one-week hospitalizatiqn
for the diagnosis of hyperhydrosis on 8/6/02. BLUE SHIELD’S underwriting guidelines call for
additional underwriting if a diagnosis is not on its “clean application” list. CC’s diagnosis of
hyperhydrosis was not on this list, yet BLUE SHIELD failed to complete such underwriting
before issuing coverage on 8/15/04 under the new PPO plan. BLUE SHIELD rescinded CC’s
coverage on 9/19/04.

STATUTORY ALLEGATIONS

37.  The facts alleged in Paragraph 34 herein demonstrate that BLUE SHIELD has
engaged in acts which constitute an unfair method of competition and/or unfair or deceptive acts
or practices in this State, in violation of California Insurance Code §790.03 and/or the Fair Claims
Settlement Practices Regulations. BLUE SHIELD’S conduct constitutes grounds for the
Insurance Commissioner to assess a monetary penalty pursuant to California Insurance Code
§790.035.

38.  The facts alleged in Paragraphs 34 and 36 herein demonstrate that BLUE SHIELD

has not carried out its contracts in good faith, and constitute grounds for the Insurance
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Commissioner to suspend BLUE SHIELD’S Certificate of Authority pursuant to Insurance Code
§704(b). |

39.  The facts alleged in Paragraph 36 herein demonstrate that BLUE SHIELD has
engaged in postclaims underwriting, in direct contra‘vention of California Insurance Code §10384,
aﬁd, if willful, constitute grounds for the Insurance Commissioner to suspend or revoke BLUE
SHIELD’S Certificate of Authority pursuant to California Insurance Code §10400.

40. The facts alleged in Paragraph 36 herein demonstrate that BLUE SHIELD has
engaged in conduct that violates California Insurance Code §§10380 and 10381.5, and, if willful,
constitute grounds for the Insurance Commissioner to suspend or revoke BLUE SHIELD’S
Certificate of Authority pursuant to California Insurance Code §10400.

41.  The facts alleged in Paragraph 36 herein demonstrate that BLUE SHIELD has
engaged in activities related to rescission practices which constitute an unfair method of
competition and/or unfair or deceptive acts or practices in the marketplace affecting consumers
and disability insurance competitors in this State that are not defined in California Insurance Code
§790.03, in violation of §790.06(a) of the California Insurance Code. BLUE SHIELD’S conduct
constitutes grounds for the Insurance Commissioner to enjoin such practices if ndt discontinued.

42.  The Insurance Commissioner hereby notifies BLUE SHIELD that, based upon the
facts alleged herein, BLUE SHIELD is in violation of California Insurance dee §§700(c),
704(b), 790.02, 790.03, 790.06, 796.04, 10113, 10123.13, 10123.131, 10169, 10380, 10381.5,
and 10384, and the Fair Claims Settlement Regulations contained in California Code of
Regulations, Title 10, Chapter 5, Subchapter 7.5, commencing with §2695.1.

//
/

1
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DEMAND PURSUANT TO
CALIFORNIA INSURANCE CODE §§790.035, 790.03, 790.08, and 12976

43.  PLEASE TAKE NOTICE that the Insurance Commissioner may, as a result of
BLUE SHIELD’S actions as set forth hereinabove, and pursuant to California Insurance Code
§790.035, seek monetary penalties up to:

a. Two million eight hundred seventy-five thousand dollars ($2,875,000.00), if each

of the five hundred seventy-five (575) acts of unfair competition or unfair or deceptive

practices alleged above is established and such acts are non-willful, based on a penalty of
five thousand dollars ($5,000.00) for each act; or

b. Five million seven hlindred fifty thousand dollars ($5,750,000.00), if each of the

five hundred seventy-five (575) acts of unfair competition or unfair or deceptive practices

alleged above is established and such acts are willful, based on a penalty of ten thousand
dollars ($10,000.00) for each act.

44. PLEASE TAKE FURTHER NOTICE that, as a result of the actions of BLUE
SHIELD as set forth hereinabove, and pursuant to California Insurance Code §§790.06, 790.08,
10380, 10113, 10381.5, and 10384, demand is hereby made for such other equitable relief,
including restitution, as may be necessary to redress BLUE SHIELD’S violatibns of enumerated
California étatutory law and regulations and for such other and further relief as may be just and
proper.

ORDER TO SHOW CAUSE PURSUANT TO CALIFORNIA INSURANCE CODE
§8§790.03, 790.05 and 790.06

45. WHEREAS, the Insurance Commissioner has reason to believe, based upon the
facts set forth herein, that BLUE SHIELD has engaged in or is engaging in unfair methods of
competition and/or unfair or deceptive acts or practices in this State as defined in California

Insurance Code §790.03(h) and/or the Fair Clairhs Settlement Practices Regulations; and,

Second Amended Accusation -22-




W

O 00 3 O W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

46.  WHEREAS, the Insurance Commissioner has reason to believe, based upon the
facts set forth herein, that BLUE SHIELD has engaged in or is engaging in a method of
competition and/or an act or practice in the conduct of its business in this State that is not defined
in California Insurance Code §790.03, and that the method is unfair and/or the act or practice is
unfair or deceptive pﬁrsuant to California Insurance Code §790.06; and,

47.  WHEREAS, the Insurance Commissioner has reason to believe that a proceeding
by the Insurance Commissioner would be in the public interest, he hereby issues the herein Order
to Show Cause, pursuant to California Insurance Code §790.05, containing a statement of the
charges and BLUE SHIELD’S potential liability; and, |

48.  WHEREAS, the Insurance Commissioner has reason to believe that a proceeding
by the Insurance Commissioner would be in the public interest, he hereby issues the herein Order
to Show Cause, pursuant to California Insurance Code §790.06, containing a statement of the
methods, acts or practices alleged to be unfair or deceptive; and,

49.  THEREFORE, the Insurance Commissioner hereby notifies BLUE SHIELD that a
hearing shall be held at a time and place to be determined by the Commissioner which shall not
be less than 30 days after service of the herein Order to Show Cause to determine whether the
alleged methods, acts or practices set forth herein should be declared to be unfair or deceptive and
whether the Commissioner should issue an Order to pay the penalty imposed by California
Insurance Code §790.035 and to cease and desist from such acts or practices.

50.. ' THEREFORE, the Insurance Commissioner hereby notifies BLUE SHIELD that a

-hearing shall be held at a time and place to be determined by the Commissioner which shall not °

be less than 30 days after service of the herein Order to Show Cause to determine whether the
alleged methods, acts or practices set forth herein should be declared to be unfair or deceptive and

whether the Commissioner should issue a report so declaring.

Second Amended Accusation -23-




[\

e B =) SR - R VS )

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

WHEREFORE, the Insurance Commissioner prays for the following:

1. An Order to Cease and Desist against BLUE SHIELD from engaging in unfair
methods of competition and unfair and deceptive acts or practices in the business of life and
disability insurance in violation of California Insurance Code §§790.03 and 790.06; and,

2. An Order to Cease and Desist against BLUE SHIELD from engaging in activities
in the business of life and disability insurance in violation of California Insurance Code §§700(c),
704(b), 796.04, 10113, 10123.13, 10123.131, 10169, 10380, 10381.5, and 10384; and

3. The suspension of BLUE SHIELD’S Certificate of Authority to act as a Life and
Disability insurer in the State of California for not exceeding one year, pursuant to California
Insurance Code §704(b); and,

4, The suspension or revocation of BLUE SHIELD’S Certificate of Authority to act
as a Life and Disability insurer in the State of California, pursuant to California Insurance Code
§10400; and,

5. The imposition of Notice on BLUE SHIELD that, after conclusion of the hearing,
upon a finding of violation of California Insurance Code §700(c), BLUE SHIELD will be subject
to the possible revocation of its Certificate of Authority pursuant to California Insurance Code
§701; and,

6. The imposition of monetary penalties as provided by law, pursuant to California
Insurance Code §790.035, of up to (a) two million eight hundred seventy-five thousand dollars
($2,875,000.00) if each of the five hundred seventy-five (575) acts of unfair competition or unfair
or deceptive practices alleged above is established and such acts are non-willful, based on a
penalty of five thousand dollars ($5,000.00) for each act; or (b) five million seven hundred fifty

thousand dollars ($5,750,000.00) if each of the five hundred seventy-five (575) acts of unfair
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competition or unfair or deceptive practices alleged above is established and such acts are willful,
based on a penalty of ten thousand dollars ($10,000.00) for each act; and,

7. The imposition of such other equitable relief, including restitution, as may be
necessary to redress BLUE SHIELD’S violations as set forth above; and

8. The imposition of such further relief as may be just and proper.

Dated: October 2, 2008 STEVE POIZNER
Insurance Commissioner

Mary ‘?&m Shulman
Senioy Staff Counsel
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PROOF OF SERVICE
Blue Shield of California Life & Health Insurance Company
Case No. OSC-2007-00067

I am over the age of eighteen years and am not a party to the within action. I am an
employee of the Department of Insurance, State of California, employed at 45 Fremont Street,
19th Floor, San Francisco, California 94105. On October 2, 2008, I served the following
document(s): -

CALIFORNIA DEPARTMENT OF INSURANCE’S SECOND AMENDED
ORDER TO SHOW CAUSE AND STRIKEOUT VERSION

on all persons named on the attached Service List, by the method of service indicated, as follows:

If U.S. MAIL is indicated, by placing on this date, true copies in sealed envelopes, addressed to
each person indicated, in this office’s facility for collection of outgoing items to be sent by mail,
pursuant to Code of Civil Procedure Section 1013. I am familiar with this office’s practice of
collecting and processing documents placed for mailing by U.S. Mail. Under that practice,
outgoing items are deposited, in the ordinary course of business, with the U.S. Postal Service on
that same day, with postage fully prepaid, in the city and county of San Francisco, California.

If OVERNIGHT SERVICE is indicated, by placing on this date, true copies in sealed
envelopes, addressed to each person indicated, in this office’s facility for collection of outgoing
items for overnight delivery, pursuant to Code of Civil Procedure Section 1013. I am familiar
with this office’s practice of collecting and processing documents placed for overnight delivery.
Under that practice, outgoing items are deposited, in the ordinary course of business, with an
authorized courier or a facility regularly maintained by one of the following overnight services in
the city and county of San Francisco, California: Express Mail, UPS, Federal Express, or Golden
State overnight service, with an active account number shown for payment.

If FAX SERVICE is indicated, by facsimile transmission this date to fax number stated for the
person(s) so marked.

If PERSONAL SERVICE is indicated, by hand delivery this date.

If INTRA-AGENCY MALIL is indicated, by placing this date in a place designated for collection
for delivery by Department of Insurance intra-agency mail.

If EMAIL, by electronic mail transmission this date to the email address(es) listed.

Executed this date at San Francisco, California. I declare under penalty of perjury under the laws
of the State of California that the above is true and correct.

s = J ni—.
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SERVICE LIST

Blue Shield of California Life & Health Insurance Company
Case No. OSC-2007-00067

Name/Address

Cheryl R. Tompkin
Administrative Law Judge
OFFICE OF ADMINISTRATIVE
HEARINGS '

1515 Clay Street, Suite 206
Oakland, CA 94612

John C. Holmes

BARGER & WOLEN LLP
633 W. Fifth Street, 47™ Floor
Los Angeles, CA 90071
jholmes@barwol.com

Gregory N. Pimstone

MANATT, PHELPS & PHILLIPS,
LLP

11355 W. Olympic Boulevard

Los Angeles, CA 90064
gpimstone@manatt.com

#477332v1

Phone/Fax Numbers

Tel.: (510) 622-2722
Fax: (510) 622-2743

- Tel.: (213) 680-2800

Fax: (213) 614-7399

Tel.: (310) 312-4000
Fax: (310) 312-4224

Method of Service

U. S. MAIL

U. S. MAIL

U. S. MAIL
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STATE OF CALIFORNIA ) - " Steve Poizner, Instiranee Comutissiones T
DEPARTMENT -OF INSURAN CE : :
* Constimer Servioes and Market Conduct anch :
Field Ciaims Bureay, 11th Flomf

300 South Spring Strest
Los Angeles, CA 90013

September 10, 200'-7. _

The Honorable Steve Poizner
Tnsurance Commissioner.

State of California

45 Fremont Street

San F:ranclsco Cahforma 941 05

Honorable Commiésionet:

Pﬁrsuant to instructions, and under the, aufhoﬂty.granted undef Part 2, Chapter ‘1 ‘--Article
L4 Sections 730, 733, 736, and Afticlé 6.5, Section 790, 04 of ’:he Cahforma Insurance Code
. and Title 10, Chapter 5, Subchapter 7.5, Section 2695. S(a) of the Californis Code of

: Regulatlons, ani exalmnauon was made of the claims practlces end procedures ih California of:

Blue Shield ¢f California Life ‘& Health Insu}:é.nce Cqmphny
| NAIC# 61557
CareAmerica Life Insurance Company
NAIC#71331
' Group NAIC#2798

Hereinafter referred to as BSL_, CLI, the Company or, col,iqctive_ly as the Companies,

.' This repor't is made available for public inspection and is published on the Califomié '
_ Department of Insurance web site" (Wwww msurance ca.gov) pursuan:t to California Insurance -
Code section 12938 ' : T :




' 'SCOPE or Tier EXAMH\IATION :

The. report documents the results of two ‘separate file review prooesses The 1n1t1a1
routine exammatlon covared the claims handhng practlces of the aforementioned Compames :
durmg the period June 1, 2004, through May 31, 2005. K A targeted réview of BSL’s
Resolssmn and’ Capoelled files also was examined for the window period of June 1, 2004
through May 31, 2005. Tho combined oxaminatlon ‘was made to discover,-in general, if
theso anid " other’ operatmg procedures of the Compeanies conform with the contractual-

4‘,obhgatxons in the policy forms, 40 prowsmns of the California Insurance Code. (CXC), thc -_ )
California Code of Regulat;ons (CCR) and cage law., This report oconfaing only alleged
violaﬁ(ms'of Section 790,03 and Tifle 10, California Code of Mgufaﬁons, Section 2695 et al.
The alleged violations of otber Telévant laws which resiilted from tlis examination are
- included in & separate report which will remmain confidential suloject fo the prox;is‘ions,‘ of CIC _1; '
Section 735.5. h ' N v '
To acoompllsh the foregoing, the examination mcludcd ,' IR L '

1.© A revisw of the guxdelmes procedures, trammg plans and forms adopted by the
Companies for use in California including any documentation maintained by the
Companies in support of positions or mterprotahons of fair claims settlement

practxoes

2. Artevisw of the application of such gmdehnas, procedures, and forms, by means of
o exammtftxon of olalms ﬁles and related records,

3. A review of consumer complamts recelved by the Cahforma ‘Department of

' Thstrance (CDI). The’ Compames were the subject of 145 consumer. complaints in
2004 and 2005. The review of complaints showed & trend with rospect to the

 timeliness of claxms handling and ﬁnahzatlon of claims received, - ‘

The- exarmnatmn was conducted pnmanly at'the offices of the Compames in San :

Francisco, California, This mcluded the work product of BSLs- Thlrd Party Administrator

(TPA) for its Short Term Health product Comprehensxve B&neﬂts and Clalms Administrators
(CBCA). . : :

The feport is wﬁtten in a “report by excepfio ” format, The report does not pre;ent a
' comprehenswe overview of the sub_)oct insurer’s practlcas The report oontéins only. a
summary of pertinent information abqut the lines of busmess examined and details of the-
non-compliant or problematlc activities or resulis that were discovered during the course of

the examination along with-the i msurer s proposals for correctmg the deﬁcwnoles Whon a




violation is -discovereﬁ that results in an undm‘payment to the claimant, the insurer corrects

the underpayment and the additional amount péid is identified as a recovery in this report,

All'uuadccptablé or non-compliant’ activities may not have been discovered, Failure tfo

 identify, comment on or criticize activities does not constifute accepta'nce‘of such activities.
Any alleged violations identified in this report and any eriticisms of praotwes have

not undergone 8 formal adrmnxstratlve or judicial process




CLAIM SAMPLE REWEWED AND OVERVIEW OF FH\IDIN GS

The examiners m1t1a11y rev1ewed files drawn from the category of Closed Clalms for the .
'penod June 1, 2004, through May 31 2005, commonly referred to as the “review period”. The -
exarniners rev1ewed 286 BSL olann files- and* 10 CLI claim files. .In the initial rev1ew, the
-' exanuners cited 5 19 cla1m ha:ndhng v1olat10ns of Jche Fair Cla:lms Settlement Practices”
Regulatlons and/or Califorria Insurance Code Sec‘uon 790.03 within the seope of this Ieport In
‘ ddltlon the targeted rev1ew involved the remammg 40 rescmded and 4 cancelled BSL pohcles
for the permd of June 1, 2004 -throygh May 31 2005, that were ‘not ircluded in the initial
yeview. As a;fesult of the BSL. targeted Ie\uew, the exammers cited 12 claim handhng v1olat10ns
'of the Fair Clanns Settlement Practices Regulatmns and/or California Insurance Code- Sectlon ’
'790 03 within the scope of this report Further details with respect to the files rev1ewed and

-alleged v_,mla‘uons are provided in the following tables and summaries. -

o, .




Blue Shleld of Cahforma Llfe & Health Insurance Comp any
Initinl Review :
. LINE OF BUSINESS / CATEGORY o ¢ LAIMSTOR | REVIEWED .| CITATIONS
S REVIEW ~ | . - | ] .
: _ PERIOD '
Aonident and Disability (AD) /- K . .
Individual-Short Term Health (STH)- - 19,546 . . 63 T X
General Population of Claims , , 5 L . . o
AD / Individual-STH-Resoissions . 185 . 10 . | !
o AD/Ind;vi'dugl-STH-MemberApp‘éals § 129 T 75
[ AD./Individual-STE-Brovider Appesls | 465 . 10 53
AD /Tndividual-STH-Déniod . Tagm - | w00 | i
1aD /Individual-STH- Pre-exmting Condmon 1,769 o 10 " L
e | wmew | w0
AD / IFP-Resolssions. R 9 58
. AD/IFP-Cancellations : ‘ . -5 . S | i 10 .
| AD/IFP-Provider-Member Appeals | 0 | 2 | 36
AD /TFP-Denied L 24,150 S [ 7
1 4D/ IRP -General Category ' - o ' i 2
AD/ N ,
Group Preferred Provnder Orpanization (PPO) 35,865 - gz 34 .2
| General Population of Claims : .
“AD } Group PPO-Provider Member Appeals | - 53 20 ‘ 12
AD/ Group PPO-Denied. . 14212 - | 4
|apivision T ¢ T D e .
Lifo/ Individual ~ BT o3
Life / Group o . . ' . 359 . o7 R
© 7 ‘romals . 312,05 | - 286 . sy
5




CareAmeriea Life Insurance Company

: o L CLAIMS FOR 3 '
LINE OF BUSINESS/CATEGORY - REVIEWED CITATIONS
PERIOD _
.| AD / Medicare Supplement 361 10 0 .
TOTALS 361 10 0
- Blue theld of Cal;forma Life & Health Insurance Company
Targeted Review :
o
' ) CLAIMS FOR L
LINE OF BUSINESS / CATEGORY '|  REVIEWED CITATIONS
, ; REVIEW . .
PERIOD .
| AD /TFP-Rescissions 39 30 7
AD / TFP-Cancellations . - 5 " 4 5
TOTALS 4 34 12




TABLE oF TOTAL CITATIONS
. Initial, Rewew -

Citation

, . Desc'riptlon

- BSL-

CL1

' CCR §2695.5(a)

The Company falled to respond to a Department of
Insurance {nquiry within 21 calendar days.

175

| cic g790.030)3)

| The Company falled to adopt and nnplement reasonable
standards for the prompt investigation and prooessing of |

claims arising: under its inguranoe policies.

116

CCR §2695.3(2)

|The Company failed t0 maintain all documents nates and

work papers in the claim file.

58

CICV§79.0,03(h)(1)

"The Company falled to represent correcﬂy to claimants;

pertinent facts or insurance pohoy prowsrons relatmg to a
coverage at jgsue,

- .59

CCR §2695.706))

The Company Tailed to iriclude 8 statement in_its claim |,

denial ‘that, - if the claimant believes the claim has been
wrongfully denied or rejected, he .or she may have the
matter reyiewed by the California Department of Insurance.

35

CCR §2695.7(d)

The Company permsted in seekmg information ot
reasonably required for or material to' the resolution-of a
olsim dispute, .(Prior to 10/04 CCR fevision,) ‘

26

| CIC §790.03(h)(5)

The- Company "failed to -effectuate prompt fair and |
‘| equitable settlemerts of .claims in which habllrty had -

become reasonably clear.

17

The Company falled to provrde an explanatlon of beneﬁts

13

CCR §2695.11(b)

CCR.§2695.7(6)(1)

- The Company failed to provrde the written basis for the

denial of the claim,

| cic groosme

The Company faﬂed 10 afflrm or deny coverage of elarms
within @ reasonable time after proof of loss Tequirements
have been completed and submitted by the insured.

CER §és95.7(d) ‘

The Company failed-to conduct end diligently pursue a

'| thorough, fair and objective mvestrgatron of a claim, (After,
1 10/04 CCR revision.)

CCR §26954(a)

- | ‘The Company.failed to disclose all benef its, coyerage, time

hmits or other provisions of the insurance policy, -

CCR §2695.5(e)(1)

The Company failed to acknowledge notice of claim within

1 15 calendar days.

| cIc §790.03()(2)

*| The Company failed 1o acknowledge and act reasonably
promptly upon communioations with respect to elaims

arising under insurance pohcles.

ccr §2695 1(e)

The Company atiempted to settle a claim by, makmg a
settlement offer that was unreasonably low.




' TABLE OF TOTAL CITATIONS.

[
Initial Review -
Citation- . Desoription - - | BSL. CLI
S The' Gompany failed to Teimbuise for the- reasonable -
CCR §2695.11(g) -expenses incurred in copying medical records requested by 1 0
co , the Company. ' _ o o
: .| The Company filed to maintain a copy of the certification .
CCR §26956(0)(4) | 1oiired by CCR §2695.6(b)(1), (2) or (3) at the prinoipsl 1 0
place of business. o o
Total Citations 519 0
- — [
_ TABLE OF TOTAL CITATIONS
- Targeted Revigw
Citation - Description. BSL
. " | ‘The Company failed to adopt and implement reasonable standards for
| CIC'§790.03(h)(3) the prompt investigation and processing of claims arising under its 9
- - insurance polioies, o ‘
o ;§790.03(h)(1).. gf;j ;ﬁiaeny iﬁilgd to_,'riprgsen;c go'rrectly to claimant‘s, pertinent facts 7
’ . polisy provisions relating to a coverage at issue. )
o o The Company failed to respoﬁd-to a Department of Insurance inquiry :
CCR §2695.5(2) within 21 calendar days., : o : S ' .1' B
Total Citations ' ..12. S




TABLE OF CITATIONS BY LINE OF BUSINESS

Imﬁdl -Review
iy e A ; MBER OF
ACCIDENT AND DISABILITY D eTIONS |
CGR §2695,5(a) 175
CIC §790.03(1)(3) 12
| CIC §790.03(h)(1) 55
CCR §2695.3(s) a
(CCR §26957(b)(3) - 35
CCR §2695.7(d) - 26
CIC §790.03(h)(5) 17
CCR §2695.11(b) 13 -
['ceRr g2695.7b)(2) 5
- | GIC §790.03(W)(4) 4
| CCR §2695.7(d) 3
. | CIC §790.03(h)(2) - -1
CCR §2695.7(2) T
' 'CC1_1_§2'695_.11(g) R 1
| CCR §'2695.6‘(b)(4) . o1
, SUBTOTAL 92 -
AMOUNT OF EXAMTII\TATION RECOVERIES $16,988.02.

“AMOUNT OF SURVEY RECOVERIES

598737658 |




NUMBER OF

LIFE  CITATIONS ..
CCR. §2695.3(s) 15
CIC §790,03(h)(1) 4
CIC §79003(h)(3) - 4
| CCR-§2695.5(e)(1) 2
GCR g2695 Ae) A 2
. SUBTOTAL T}
7 AMOUNT OF EXAMINATION RECOVERIES $0
" AMOUNT OF SURVEY RECOVERIES | 50 |
 TOTAL CITATIONS 519
Jritial Review ;

TABLE OF CITATIONS BY LINE OF BUSINESS

Targeted Revzew .
. - NUMBER OF
ACCIDENT AND DISABILITY CITATIONS
| GIC §790.03(5)3) 9.
CIC §790.03¢0)(1) 2
CCK §2695.5(s) 1
o , SUBTOTAL 12
AMOQUNT O¥ TARGETED EXAMINATION ' 50
‘ - RECOVERIES | :
AMOUNT OF SURVE_Y.RE,COWRIESA $0,
TOTAL CITATIONS _ 12
Targeted Review :

10

¥




' SUMMARY OF EXAMINATION RESULTS

The following is & brief summary of the criticisms that were developed during the course
of this examination related to the violations:alleged in this. report. This report contains. only
alleged violations of Section 790.03 and Title 10, California Code of Regulations, Section 2695 et ~
al. Tn response to each criticism, the Company is reqhired o identify remedial or corrective
action that has been or will be taken to correct the deficiency. Regardless of the remedial actions
. taken or proposed by the Company; it is the Company’s obligation to ensure that compliance is’
achieved, . As refereticed in sections 7, 13 end 14 below, money recovered within the scope of this
. report was $16,988.02, As reférenced in-sections 7 and 13 ‘below, following the findings of the
. examinatiori; the Company conducted four closed claim ‘surveys which resulted in additional

* payments of $41,237.24 forthe STH Product and $946,139.34 for the IFP Product, As resulf of
the examination, the total-amotmt of money returned to claimants t0 date within the scope of this :
report was $1,004,364.60. e a ' S

ACCIDENT AND DISABITITY -
‘Initial Review ‘,'
1, Tn 175A instances, the ’Companv'faile[i to r.espo_nd to a.Department of Iﬁsurancé:
inguiry within 21 calendar days. The Department alloges these acts are in violation of CCR:
§2695.5(8). , L. o ' :

. 1(s). For he Short Termi Health product, in 146 of the 175 instances, BSL did not
respond to a Department of Insurance inquiry within 21 calendar days. - . '

1(a)(D), In 52 of the 146 instances, at the start of the examination and during the
file review; BSL did not provide one or more of the following: the entire file, a
copy of the member-application, the member eligibility, the explanation of benefits
(BOB) for member or provider or both, x-ray reparts, accident details, the original .
olaim, the adjusted explenation of benefits, the physician explanation of benefits,
the pricing sheet, medical review decisions, the proof of eligibility investigation

- -gnd system notes.

Summary of Company Response to Section 1(2)I): In an effort to

* operate efficiently for the benefit of its insureds, BSL stores many of jts records

eloctronically rather than on paper. At the outset of the examination, the- .
exarainers were trained on and giver access to BSL’s systems so that they could -

‘access various records on that system at their convenience, Although the

examiness thus had free access over BSL’s systems to many of the records that -

were ellegedly not provided, they. expressed a preference for paper copiss,

Regarding E'OB_S, .althdugh theﬁz are printed and sent to insureds and subscribers-on
paper, they are created and stored on' BSL’s computer systems. - The information
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presented on the hard copies sent to insureds and providers is drawn and printed
directly from the cells viewable onscreen on BSL’s systems. Thus, although
copies of the actual paper BEOBs were not provided, the information communicated |

" +in'the BOBS to insureds and providers was available for review by the examiners at -

their convenience, That information could also be viewed on paper by printing the’
system soréen on which it is displayed. Nonetheless, BSL will work with its third
party administrator to institute a process by which paper copies of non-pay EOBs
. oan be obtained on a timely basis, : o ' S

. Some of the items mentioned in this allegation (e.g., member eligibility, system
notes) are records that are credted and kept on the systems and never exist as paper
records. As to these records, in the future BSL will provide paper print outs of its

. claim-related electronic records when it provides the hard copy portion of a claim
file, For those of its records which are not associated with a particular elaim (such
as eligibility investigations), BSL will develop & procedure for identifying and

" making those records ‘available in conmection with the Department’s review of a |

. claim under the samé policy, Similarly, BSL will work to identify those of its .
records pertaining to a particplar policy which it does. not consider part of the
claim file and develop a procedure for providing those records to the Department
on & timely basis in connection with its review of a claim under the that policy.

Finally, BSL attempted to address issues identified in a prior examination By
retdining a third party administrator to handle claims under its Short Term Health
- policies,  The third party adininistrator’s inability to respond to requests’ for

materials within required time frames contributed to the issues raised here.
Because BSL no longer issues Short Term Health policies and the third party -
‘administrator does not administer claims under any of BSL’s other products, this
should not be an issue in the future. .

BSL notes that, iri many of the instances in which a response took longer than 21
days, BSL petsonnel spoke to the onsite examiners, explained the reasons for the
BSL’s inability to-respond within 21 days and obtained agreed upon extensions of
the deadlines for responding, These instances did not impede the examination and |
do not constitute violations'of CCR § 2695.5(2). - S

1(2)IL. -In'94 of the 146 instances, BSL responded to a Department. inquiry in 22 0
- .100 days, not in the required 21 days. R T

- Summary of Company Response to Section 1(2)(): Many of ‘the
inquiries which are the subject of this allegation related to information or materials
not associated with & particular olaim (such as eligibility investigations). BSL will. -
. develop & procedure for identifying and making that information available with the -
Department’s review of a claim under the same policy. Similarly, BSL will work
to identify its records pertaining to a particular policy which it does not consider ..
part of & claim file and develop a procedure for providing those records to the .
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Department on a timely basis in connection with its Ar.eview of a claim under the
that policy. - : S

~ BSL attempted to address-issues-identified in ‘2 prior examination by retaining a
. third party administrator to handle claims undér its Short Term Health policies.
The third party administrator’s inability to respond to requests for information end
materials within required time frames . coniributed to the issues raised here,
Because BSL no longer issues Short Term Health policies and the third party
- _ administrator does not administer claims under any of BSL’s other products,.this
. © '+, should notbe an issue in the fufure. . .- : :
BSL notes that, in many of the instances in which a response-took longer than 21
. days, BSL personnel spoke 1o the onsite examiners, explained the reasons for the '
~ BSL’s inability to respond within 21 days and obtained agreed upon extensions of
the deadlines for responding. . These instances did not impede the-examination and -
do not constitute violations of CCR § 2695.5(). - '

- 1(b)., For the:Indiyiduai ‘Family (IFP) and Group product.s,‘in 29 of the 175 instances, .
" BSL did not respond to a Department of Insurance inquiry within 21 calendar days, .

1()®). In 27 of the 29 instances, -at the start of the examination and during file: -
review, BSL did not provide one or more of the following: the EOB, the Medical
" Management referral to the Underwriting Investigation Unit (UIU), the documents
“sent to providers and members verifying. pre-certification, the claims purged from
_ history, the pre-existing condition investigation, correspondence ‘and'a capy of the
poli Cy, ] ‘ . . . . " . T, '

BOBs were part of the Compeny’s claims handling and were subjeet to review by
the Department, BSL may have had separats departments which specialized-
“individually in only one portion-of claims handling, but that specialization did not
release the Company from providing documefitation timely from all departments

. that had an effect on its claims handling practices. Additionally, the Department
.would not have knowledge of the specifie units that would contain the information
needed and relied on the Company.to provide the claims handling date from its '

various units, .

Further, prior to the examinafion end .during the. éxamination process, the
Departmeit communicated the information- required to the .designdted Company
. representative. During the process if the required information was not provided
.the Department notified the Company, The Individual and Group products were.
the final products reviewed durliig this examination. The examination procéss was
in its ninth month when the review of the final two products began. The Company.
. was aware at that poini in the examination of the documentation necessary to
- complete the review because of prior requests for that information in other
produets. .. . o ‘ a
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Because onlme polrcy review created delays in the review process, hard OOplCS of
the policies were requested af the beginning and durmg the review process in order
to exped1te the exammatron.

. Sumuary of Company Respoxse to Sectxon l(b)(I) ln 24 instances,
BSL disagrees. The Claim files provided for this produot were complete,
. Additional information, which not part of these files-or the rescission process, was
requested by the Department and provided in a trmely manner following that g
request _ . .

Membet polmres were availeble online on BSL’s mtranet at the start of the
examination, . The files under review and in question were rescission files. EOBs
were not part of rescission files or part of the Company’s Underwntmg ‘
Investigation Unit .(UIU) process for a rescission.. Although  hard copies of -
provider and member EOBs and Medical Management letters were requested by
the Department on May 23, 12006, this was an additional request for information.
This information wes not part of the .Company’s UIU process. ‘Medical
Management letters regarding pre~author1za.t1on are not part of & rescission file or
part of the Company’s UIU process for a rescission. :

' Nonetheless, for all 27 mstances in the future BSL will provide paper print outs of?

its claim-related electronic records when it provides the hard copy portion of a
claim file, The company will also develop.a process by which copies of non-pay
BOBs can be obtained on a timely basis, Finally, for those of its records which are
- not associated with a particular claim under a policy (such-ss UIU investigations),
.BSL will develop a procedure for 1dent1ﬁ'mg and making those records available
in connection with the Deparnnent’s review of a claim under the same pohoy

' BSL notes that, in many of the mstanoes in which 2 response ook longer than 21

* days, BSL personnel spoke to the onsite examiners, explained the reasons for the
BSL’s mablhty to respond within 21 days and obtamed agreed upon extensions of
.~ the deadlines for responding, These instances did not impede the examination and
" doxiot constitute violations of CCR § 2695.5(a).

| 'l(b)(II) In two of the 29 mstances BSL took over-21 days to respond to &
Department mqun'y o

Summarv of Companv Response to_Section 1(h)IN): Many of the
- inquiries which are the subject of this allegation related to information or materials
not associated with a particular claim (such as UIU investigations), BSL will

develop & procedure for identifying and making that information available when =

the Department reviews & claim under the same policy, Similarly, BSL will work
to identify those of its records pertaining 10 a pérticular policy which it does not
- consider part of the claim file and develop & procedure for pmV1d1ng those records
10 the Department on a timely basis in oonnec‘uon with 1ts review of a claim under
tHe that pohcy .

14




-

- BSL notes that, in-many of the instances in ‘which a response took longer than 21

days, BSL personnel spoke to the.onsite examiners, explained the reasons for the

" BSL’s inability to respond within 21 days and obtained agreed upoh extensions of |

the deadlines for responding, These instarices did not impede the ‘examination and

. do not constitute yiolations of CCR § 2695.5(a).

The Denar'tment"s Response to the Comp aiw Résponses to 1:

These are unresolved issnes and miay result in finther administrative action.

2. In 112 instances, the Company failed to adopt and jmplement reasonablé standards

: for the prompt investipation and processing of claims arising under its jinsurance policies,

The Department alleges fhese acts are in violation of CIC §790.03(h)(3).

2(), -

For the Short Term Health product, in 97 of the 112 instances, the Company failed -

to adopt and irplement reasonable standards for the prompt investigation and processing
. of claims, - o L e R

’

. 2(a)@). In 40 of the 97 instances, 'there was no documentation in the file. of an

ongoing investigation.

_ "Summafv of Company response to Section 2(a)(I): The .Company
agrees that appropriate follow-up was not done, ' The Compamy will review its
procedures with the third party administrator.- e : '

2(a)(0). In ssven of the 97 instances, at the start of a pre-existing condition.
investigation, the Company did not have a procedure in place to access information

gbout previous insurance or names of freating physicians which was available on

the application,

Summary of Company response to Section 2(a)(I); ~ The -Company
agrees thet at the start of a pre-existing condition investigation the TPA did not.
have a procedure in place to request from BSL a copy of the application. BSL
revised its procedures om December 30, 2005, to review routinely the application

for physician information before requesting additional information from the

" mémber, The TPA mow is provided with copies of applications and .any-

information contained-therein, including certificates of previous coverage. This

" information is accessed prior to any requests being made of the member, If the -
. certificate of previous health insurance coverage is attached to the application, the

" information on it will be used and a request will not be made to the member to.
' siibmit another one. This process was changed for policies that are effective on or

after Mazch 1, 2006.

2(2)A00). In six of the 97 .iﬁstances,-.the Company -did not follow its own
procedures. In two -of these instances, the Com_pany started a_ pre-existing
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, eondltmn mvesﬁgatlon fora diagnogis listed in the company procedures ina code :
‘ range that would not initiate & pre-existing condition investigation.

In two of these mstances the proeedure for stopping a second system-generated-
letter from being sent after a response was teceived was not followed. Another
Jletter was sent When the requested informatioh already had been reee1ved

In one of these mstances, the Company gurdelme for clalms processing - when .
: mult1ple procedures are bzlled was not followed,

In one of these instances, the Company’s proeedure for: handlmg rece1pt of
© premium payment was not followed thereby causing a delay in claim processmg

- Summary of Comnanv response_to Sectlon Z(a)(HI) In the two
- instances of & pre-existing condition investigation conducted when the- diagnosis
.- according to- Company procedure- would . be watved, BSL agrees-that pre-existing
. condition investigations should not have been conducted for the diagnoses .
g presented This was an examiner error. This was reinforced with the th1rd party
administrator and refresher trmmng was- held with claims examiners o Tuly 15,

2006, . . ¢ ‘ _ o

- BSL agrees that it d1d not- adhere to protocols regarding system generated letters

~ Discussions have been held with the TPA reinforcing the requirerherit and the TPA

. completed refresher training with its claims staff on June 15,2005, and August 24,
2005, in order to réinforce the estabhshed protocols

The Company agrees that the charge should not have’ been rebundlecl -and this
" ‘appears to-have been a claims examiner error. A refresher fraining session for the
claims exammer staff to review the procedure was. completed by January 31, 2006.

" The Company agrees that the rece1pt~ot‘ premlum—payment computer system was
not in-synch with the claims computer system and created delays. The member' '
submitted two applications for insurance plus the member’s-social ssourity. number:
was entered incorrectly which created a discrepancy between the two systems. A

- corrective action was jdentified, developed and 1mplemented by the end of May.
2006, o

2(a)(IV). In six of the 97 instances, the final benefit determination was ingorrect, .
- In one of the six instances, & charge was denied as toutine when the correspondmg

oﬁiee visit was payable.

In anothermstance claims: related to an injury were processed as dental and demed L
when the clam:xs should have been processed under medical,

In ome instance, the Company received physician’s billings that contamed a code
 that supported allowanee of another eode ‘billed. A report was attached to the .

16
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dn'ginal' claim that cléarly provided the necessary information to allow both codes
billed on the same day. = - , I : ' :

Tn three instances, the Company received billings with an office visit code and-a
modifier code. The modifiér code indicated that the office visit was not a routine .’
office visit. Consideration was not given for the modifier assigned to the office
visit code. ' ‘ ’ ’

Summary_of Company response fo Section 2()IV): In the instance of
the charge'denied as routine, BSL agrees, By the end of June 2006, BSL.
developed- claims processing guidelines . around - olaims billed with routine
diagnoses so that other claims received with medical' diagnoses that are related -
~ would be considered. S

Tn the instance of claims originally put through as dental, this was an examiner
error. A refresher-iraining session for claimg examiners was completed by June
15, 2006, 1o ensuré they understand how to handle claims of this type and to ensure
that they inderstand how to differentiate between a dental and medical claim,

~ In'the instance of the information available at the time of claims processing; the:
claims system allows only one modifier code to be entered, Tn orderto correct this:
situation, the third party administrafor is considering a system enhiancement for |
2007 that would allow the claims examiner to enter more than one modifier per
claim, In the meantime, the process has been re-configured so that bills with
. multiple modifiers are routed to- the code review queue for manual review end
handling. THe claims examiner reviews the claims with multiple modifiers and
‘makes the processing decision on the appropriate benefit, - :

;In the final three in'ste{nces-, effective Janmary 25 2005, the practice Was changed, to
-allow. office visits billed w1tb a modifier code, B

2@)(V). In six of the 97 instances, Cugtomer Service reccived calls from a
meber or physician who requested & return call. There was no documentation
thaf the.callers received calls back from BSL within 48 hours. The Company did
not follow its 48-hour call-back procedure. - - L ,

Summary of Company response to Section 2(a)(V): _The Company
agrees that its call-back procedures were not followed. Refresher training sessions
~ for the supervisory staff were conducted in January 2006 and.June.2006 in order to

* review standard procedurs regarding member and provider call “backs and
documentstion of'such calls, ' e '

2(g)(VY). In five of the 57 instances, BSL did not follow its procedures to release
claims for payment oncé thie benefit determination had been made, In four of these

instarices, upon .conclusion of the pre-existing condition investigation,  the -
Compeny did not reprocess timely all claims to reflect the outcome of its decision,
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In one of the ﬁve mstances once the decigion had been made 1o allow prewously :
denied claims, not all of the cla1ms associated w11:h the decision were reproCessed

- . atthe same time,

Summ'u'v of Comnanv résporse to Section Z(a)(VI) BSL agrees with
the findings and as a corrective. action asked its TPA to retrain ifs. claims staff on
. the procedure to adjudicate all claims associated with a diagnosis after the decision -
has been made to pay for treatmeént for the diagnosis, - This training was completed
by July 27, 2005, Additional retraining was conducted on October 19, 2005, and
-on November 11, 2005.- Reminders Were given on November 30, 2005, December
15,2005, and in March 2006, : :

2(2)(VID), " In four of the 97 instances, the time period for which the Company
 requested medical records was en inaccurate time period for the policy. In the first
instance, previous héalth carrier information wags provided which shortened the .
members pre-existing condition time period. BSL did not provide credit for
previous insurance and denied claimswithin & payable time period. ‘

" Id the second mstance, ‘the policy pre-ems’cmg condition look-back period . was' six.
months, ‘The-Company requested oné year of records when six months should»
have been requested resulting in elalms being denied in eLror, ~

In the ﬁnal two instances, the Company requested from providere five years of .
medlcal records When six months of médical récords should have been requested

Summarv of Co pang résponse to Section 2( )(VH) With regard to the
- first instance, the Compary conducted refresher training to ensuit that information

available in the file is thoroughly reviewed and taken into account in mvestlgaung
’ clalms ‘That trannng was conducted i in Marchi and June 2006

In the second mstance, the pre-ekisting condmon mvesugatlon should not have - '
‘applied and the claims should have been processed. This was an examiner error. -
Refresher training was conducted at the end of July 2006, with the claims

* | examiners to ensure they understand the pre- emstmg condition policy and how it

© istobe apphed in s1tuat10ns like thm :

In ’che,two remaining instances, BSL agrees ‘that accurate periods were not
provided in comrespondencé or by its Customer Service Department. These
instances resulted from individual errors, Refresher training was conducted at the
end of July 2006, with the claims examiners to ensure they nnderstand the pre-
existing condition policy and how it is to be apphed mcludmg ’che correct pre-
existing condmon exclusion penod

Z(a)(VIII) I three of the 97 instances, the Company oontmued to conduct a pre-

existing condition investigation even though the records documented that the
'_dlagnoms was not pre~exrs’rmg In the first mstance the member s records
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provided that the member had a work rélated injury. The records also providéd 4
that a medical condition was diagnosed after the member’s effective date when the
member was treated for the work related injury. : :

Tn the second instance, the Company received billings with djagnoses codes that
prompted a pre-existing condition investigation: The ‘medical records for those
service dates did not support the originally billed diagnoses. Although the member
contatted Customer Service 28 days after the Company received the medical
records and informed the Company that the billing received contained an incorrect
diagnosis, BSL did not pursue additional information from the billing physician or
. other providers until 47 days after receiving the medical records, The Company .
© did ot process the claims until thres months after receipt of the records. '

In the third instance, the Company received billings with diagnoses codes that
prompted & pre-existing condition. investigation. . The- medical records for those
service dates did not support the originally billed diagnoses. - '

A " Summary of Company response to Section 2(2)(VIE): In the first.:
 instance, BSL agrees. In this instance, there were some additionel .complexities
- due to a work reldted injury which was excluded from the policy. This should:noet.
' have delayed payment of the claim, The TPA’s examiner and supervisor:have:
been re-instructed on How to handle instances that involve work related injuries
- and non-work related claims. i - : :

In the second instance, BSL disagrees. It is company policy to collect all of the
‘medical records so an acourae pre-existing determination can be made. The
decision-was made that the physician’s records were not adequate to finalize the
inivestigation. It is BSL’s policy to investigate and process claims on g timely .
‘isis. BSL will issue réminder instructions to the TPA’s examiners that they ere 10
promptly follow up on issues that arise during investigations and process claims
when pre-existing investigations are completed, :

Tni the third instance, BSL agrees and will issue instructions requiring examiners to
. compare medical record descriptions with diagnoses codes to identify possibly
_ ertoneous diagnosis codes and conduct appropriate follow up, including contacting
the provider and/or requesting additionel medical records where the codes appear
erroneous. In-addition, BSL’s TPA for its Short Term Health policies will conduct

refresher training on this matter,

“ 2(a)(X). In two of the 97 instances, the Company either, resoinded or denied
claims without supporting documentation. In the first instance, there was no.
~ supporting-documentation to deny the members pharmacy claims as pre-existing.

In, the other instance, there was no documentation of the basis for denying claims
as pre-existing conditions, o S , clain
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Symmary of Company ‘response to Section 2(a)AX):; In the first -

inétance, the Company agrees that there was no documentation to support this

dendal, This was a result of an examiner error and the claim should not have been
denied. This appears to be an isolated mistake and not & routine error of this -

examiner. The error has been discussed with the, examiner o raise awereness for
© future reviews. T

In the i'cmaining instance, the Compeany agrees that the oﬁicé—_visitsf were

somewhat unrelated and separate, but disagrees that at that time the pre-cXisting

condition denial was incorrect.

The Departmént’s Response to. the Company Resnoﬁse to.8ection 2(a)(IX):

© Regarding the second instance, records received at the time of the dendal did not

support that the member was treated prior to the effective date. Additienally, the
pre-existing condition denial was overturned at & later date when additional
“medical records were received. S : ' B

This is an unresolved issue and miay result in further administrative action,

2@X)., In "two of "the. 97 instaﬁces, ‘the Company had the neoéssary.

documentation to release benefits, but did not follow prooedures to do so. In:one:

of the instances, the Company had accident details in the file but did not pay-

benefits,

In the other instance, the claim was closed due 1o lack of an -eﬁlergcncy room-

report when one was not necessary for the, processing of the claim. The company

- policy was to request and close the claim, even when the diagnosis did not warrant

the need for an emergency room report..

Stmmary of Company response to Section 2(a)(X): In both instances

- the Company agrees, The first instance was an examiner error,  Additional

tefresher training was conducted on July 27, 2005, - October 19, 2005,. and a

reminder was given on November 30, 2005, to ensure that claims are released
timely when information is in the file. c "

In the Second instance, as ématter of procedure on emergency r00m claims, BSL 7

routinely collected emiergency, room teports to determine if the claim was a result
of an accident, BSL requested this information regardless of the diagnosis code,

The Company -agrees with the finding that this may not be warranted on those
claims that clearly contain disghoses codes that are not related to an accident, On
December 15, 2005, BSL revised its practice on emergercy room reports not 1o -

reqizire them unless the diagnosis code is accident related or is a trigger for a pre-
existing condition investigation. - ’ .

2(a)(X0). In two of the 97 nstances, fhe'Companj received telephone calls to
verify that the Company had received certain documents. In the.first instance, the
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member’s agent contacted BSL on two separate occasions regarding information
faxed t0.BSL, Whlch BSL stated it had not received.” The agent contacted BSL a

I " third time and again was informed that the fax had not been received. In BSL’s
b . . system notes it was indicated that the issue would be brought to a supervisor’s
' attention. The file does not reflect that additional information was ever received
- and the member’s coverage was rescinded without the mformatlon the agent faxed

thrce txmcs o BSL

In the second’ mstanca -gfter elcctromc submss1on of & clazm, for which the
provider had a confirmation number, BSL was unablc to verify rcccxpt of the claim
when the provider called.

‘ Summarv of Comnam7 response to Section 2(a)(XT): The Company
agrees. In the. first instance, fhis issué was addressed in refresher training
coriducted on June 15, 2005, and August 24, 2005, to ensure that claims examiners
understand the requirements for complctmg an investigation and for cstabhshcd
follow~up protocols, . :

In the second instance,.a refrcshcr training session was completed by June 1 2006,
with-the Customer Service Representatives to ensure they understand-how: to.
handle inquiries relating to electronic claim submissions and the verification that -
needs o opcur if & provider indicates that they have submitted an clectromc claim
and it is not showmg in the- system

2(2)(XI). Intwo of the 97 instances, there were system documentation errors, In
one instance, the BSL-system noted the amount that-should be pald on an appealed
‘ ohargc The amount noted by BSL was mcorrcct .

In one instance, there was-no documcntatlon for the basm for reversmg the
--prevmusly demed claims, . :

Summary of Compary response to Sectmn 2( a)(XID In both mstances,.
the Company agrees. In the first instance, the examiner uscd an mcorrcct fee
- schedule when she reviewed the file, - ' :

In the remaining instance, addltmnal claims c:_:ammcr trammg to rem:forcc internal
procedures was conducted in March 2006 : :

2(a)(X1). In one of the 97 1nstanccs the overpayment amount sent to the
_ prov1dcr ‘Was mcorrcct . , : .

Summarv of Companv response to Section 2( a)(XlII) BSL conducted a
refreshier training sessipn with the claims examiners who identify and process
overpayments to ensure they understand how to’ hendle overpayments and how to.
1dent1fy the correct amounts, Additionally, the TPA conducted a limited audit of

' previous overpayments to see if this was & trend. The audit did not play out that "
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this was & perva‘sivé isé.ﬁé'. The refresher trainirig and the limited audit were both ~

- conpleted by February- 15, 2006,

" 2(2)(XIV). In ope of the 97 instandes, the appeal eceived in the Company’s El

+ Derado Hills office took over 30 days to bezecéived by the TPA’s office,

3 | .Suinmarvv of Company r.espohse to Section 2(2)(XIV): BSL has worked °
 with the El Derado Hills claims office to ensure the staff know how to get

misrouted claims to the Short-term Health claims processor in & timely mannet,
including faxing the claims when they are received. In addition, BSL provided the
TPA claims department with-a list of the date’stamps used by the Blue Shield
Medical Claifns Departinent s6.the TPA staff is able to recognize the correct date

stamp teceipt date, Direction on this was relayed to the TPA. during December.

2005, A formalized document was provided by the end of February 2006.

2(2)(XV). In one of-the 97 ingtances, the Company sent lettefs.reqﬁesting the -

same medical informétion from multiple providers who were members of the same

L medical group when only one request fo the medical group ‘was hecessary.

Summary of Company.response to-secﬁon 2'§a!§K V): BSL agrees that it;.
“should not request the .same information' from & single source more flian onoe,",
.exespt.to follow-up on an initial request to which & response has not been receéived, -

Sending fhree ‘letters was redundant and unnecessary. ‘Refresher training was
given to the examiners instructing them to attempt to determine from the
information available to them whether multiple providers are in practice together at

the samé location before separately requesting information from each of them and.
to not send separate requests to providers who practice together at the same

" location.. That tefresher training was conduoted multiple time§ on August. 11,
© 3004, September 22, 2004, December 1, 2004, March 23, 2005, July 13, 2005,
October 19, 2005 and November 30, 2005. . - ,

j2(a)(X‘VI). In one of the 97 instaﬁces, Customer Service System did not document

that the caller was advised that the member’s eligibility was under investigation at

the time,

Summary of Company response to Section 2(2)(XVI): BSL agrees that
when & provider calls to check the status of claims, the provider should be advised
that there is & poteritial eligibility issue that is being investigated and claims cannot
be paid ntil the eligibility issue is resolved. A refresher training session was
. completed Jamyary 30, 2006, with the Customer Service staff to ensure that they

provide complete information when & provider or member calls, This includes -

advising fhe member or provider that a potential eligibility issue. has. been
identified and is being investigated and that claims will not be progessed until the
investigdtion is completed. o : ' :
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2(a)(XVII). In one of the 97 'i'nstt'a.'nces; the member was not informed by the
" Company that it required.the smergency room records. ' o

o Summary ‘of Compény resp'dx;sé to Section 2(a)(XVI): The Customer - -
Service record did not refléct that the member was. advised that: the emergency

room teport was required when the member called Cuistomer Service. ' Refresher
" training was done in February 2006, with Customer Service to ensure. that staff
know what details are required. :

' Z(a)'(XV,III), In one of the 97 instences, the Companj' sent @ request for medical

| . information which stated that the Company bad received charges from the

_physician, Charges from the physician were never recéived for this time period.

Tn this instance, the provider previously had responded to the Company that it did . .

‘not trest the patient prior fo the date the Company requested. Even though this
information was ' provided to the Company, BSL continued to request prior
' treatment informeation two moré times from the provider on an assumption that the
provider mey or may not have records from another provider. These requests were

20 days and three and a half months after initially being told by the provider that it

didmot treat the member during that time period. o

Summary ‘of Company response to Section 2(a)(XVIID): The Company".

disagrees. Although BSL sought medical information for a broad time period,
providet groups often maintain consolidated patient records that include records
. ‘transferred from previous. providers covering periods of time prior to when the

" patient began tredting with that provider group. It cannot be assumed that the

" physicien would not have records on the patient predating the patient’s first-
consultation with that physician, Therefore it was not unreasonable to inform the -

doctor of the time period the Company was reviewing in the request for all récords
in the provider’s possession. . ’ S

The Depgrtmen't’s_ Response to the Company Response to Section 2( aﬂXVIIIS: .

Thils is an unresolved issue and may result in farther administrative action.

. 2(a)(XX), In.ome of the 97 instances, the Compahy did not resporigl o an _appe’af :

“until eight months after the provider stated his records were sent.

. Sum_m_ar_'v of Company response to Section i(a)(DDQ:’ BSL agx_'ees.’, An
andit of the TPA was completed December 30, 2005, to ensure that agresd upon

" protocols for follow-up on requested medical records are being followed. As a

result of this audit, effective December 30, 2005, & follow-up will occur 28 days
after the initial request is sent and if & response is still not received within 28 days,
+ the claim will be closed.
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2(2)(XX), In one of the 97 instanges, the Company. received and acknowledged a
bill by issuing an EOB with a message code that stated additional information was

needed but failed to state what information-was requrred

umma:y of Companx response to Section 2(a)(g) This was a claims

examiner error. Refresher training was compléted by June 15, 2006, to ensure that
claims examiners tnderstand the proper procedures on'Liow to seleet the proper
EOB messages: . ,

Z(a)(XXI) In one of the 97 1nstanoes, the Company had in the file the neoessary
information to -allow a Benefit to be paid for almost two months- prior to receipt of
the appeal, At the time of the appeal even though the documentation to support a

 benefit payment was in the ﬁle the Company. denied benefits.

, Summarv of Companv response to_Section Z(a)(XXI) The Company
disagrees.  The. letter sent stated that the Company upheld the original

determination. The previously received information this allegation references was
niot sufficiertt to show that the claim involved en apcident and qualified for e
deductible waiver.: Later the Company recetved additional medical records which
prowded the accident details. As & result of the subsequently recejved records; the
elalm was adJusted and deducttble waived, .

The Depairtmert’s Resnonse to the Company- Response to Sectlon 2(a)(}0ﬂl

. The additional information referenced was teceived prior to the appeal, not after

the appeal. The Company’s response did not address the issue.

, This is an'unresolved issue and may result in further administrative action.

g Z(a)(XXII) In one of the’ 97. mstances the Company made a request for ‘
information from "the- anesthestologlst which was not necessary to fesolve ifs .

mvestlga’uon

. Summary of Company Resnonse 0 2{3)1&12 BSL agrees that it was .
not “necessary to collect: medical records from the anesthesiologist during the
course of the mvestlgetmn This was a claim examiner error and refresher training -
~ was condusted in May 2006. - The refresher training: -focused on these proyider -

types from whleh medical records should not be requested

2(a)(XX[II) In one of the 97 mstanees two similar letters were sent to the same
-physmlan on the same day requestmg additional mforma’aon

7

Summai'v of Company Response to Z(a)(X)ﬂH) The Company agrees
that the two letters sent on the same day were not necessary. ' This was an examiner

. error and refresher training was completed June 1, 2006, to ensure sxaminers know

how to use the letters and understand that sendmg two letters out on the sanie day
is not aeceptable
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Z(a)(XXIV) In-one of the 97 msta.nces ‘at the time of the ongmal denial, the
Company did not provide all the information reqmred for cons1deratlon until the
prov1der appealed the denied claim. S

Summary of Company Response to 2( 8)(XXIV): As set forth n BSL’
October 17, 2005 referral response, item 4, BSL agrees that all information needed
from a provider should be requested at the titne of the first denial. Claims
examiners were prov1ded additional {raining 6n how to. thoroughly review the
claims file to ensure that all of the nesded information is requested at the time of

" the first claims review. Additional efforts will be made when conducting claims - .

. quality audits to make sure this requirement is followed The addluonal tammg
.and audltmg was completed before thc end of 2005.

Z(b) For the Ind1v1dua1 Family (IFP) Product in 15 of the 112 mstances, the Company

failed to" adopt and implement reasonable standards for the prompt 1nvest1gatlon end

processing of claims.

_ 200)@, In four of the 15 1nstances the Customer Semce System was not
completely documented .

In the ﬁrst instance, the Customer Servlce System notes d1d not 1dent1fy the

provider of service; 'Otlier claim files reviewed provided this information.in the.

Customer Servioe Systém. BSL provided six pages from its CustomView User

Gmdelmes, but the material provided was not i in effect forthe claim in questlon o

‘In the second 1nstance, the Customer Servxce screen did not fo]low BSL reqmred :

‘ prooedure and document a phone call from & member.

In the fingl two instances provlders were not notified otf an ongoing mvestlgatlon
~ when the providets valled for benefit mformatlon .

Summarv of Company response to 20)D; In the first mstance, the’.

.- Company disagrees, - The .Customer Service notes documented-a telephone inquiry
from a provider regarding & claim, The claim’ number was provided so therefore

BSL hed documentation of the identity of the provider. BSL will re-instruct its
examiners to clearly document provxder identities within clann files in the future.”

' Summarv of Company response to 2(b)(D): In the second instance, this
issue was not raised in the referral on this claim. The phone call from ‘the member
was documented and. BSL.disagrees that its procedure was not followed.
Nonetheless, BSL will refresh its examiners iraining to document all member
oommumoatlons in the system..

Summarv of Compapy respouse to 2(0)(X): In the final two mstances'.

BSL d1sagrees “ .8 UIU investigation is'a confidential process and is not

speclﬁcally dlscussed by the Customer Service Representahves Wlth the caller,
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There is no requiréménf umdér the law that & UIU investigation be "disclosed;

however, BSL will inform the caller that there is an ongoing review,”

+ The Department’s Ré’spog_se to the Coxﬁpanv Response to Section 2(b)(T); The.

Department_inquiry questioned whether or not when a provider called the
Company for benefit information, the caller was notified of an ongoihg

investigation, The Company provided a copy of its ‘guideliné from a procedure

manual which stated that callers are advised when there is an Underwriting review
and that they will be notified as soon as the review is complete. ‘The Coriypany had
procedures in place that were net followed. = :

. This is an unresolved issue and may result in further administrative action.

2(b) (D). ‘In three of the 15 instances, the Company did .no_t' follow its own
procedures. In one instancs; the procedure for Medical Management to notify UIU
_was not followed-after the first phone call was received.

Tn the secoxid instance, the portioﬁ of the application which required thé.signature' ‘

and date from the producer was left blank. The Company provided a page from its

' -guidelines to support acespting an application without the producer’s date: and
~ signature, but the document provided was not in effect at the time of the member’s:
application, The dociment provided by BSL had been updated two years after the -

© member epplied for coverage.

In the final instance, the BSL procedﬁreé for requesﬁng and obtaining medical
records for review to determine if coverage is rescindable were not followed. ‘The
Company’s procedure was to follow up every two weeks. if records were not

received. In this instance, there was no indicafion in the file that during a two and

a Hialf month period, BSL followed its own-procedure.

. Summary of Company response to Section 2(b)(I1): In the instance in
which Medical Management did not notify UIU, BSL agrees that the case was not
* handled according to the: Company’s documented procedures, The notes should

" have indicated that "UIU may apply" and the case should have been forwarded to
. UIU. .BSL disagrees as to a violation of §790.03(h)(3) because as. explained

- above; BSL has a process.in place for handling of such issues as is required by the
- statute, The process was not implernented in this instance. -

'In the instance in Whiéh' the pioducér' did not sign and date the application, the

* Company disagrees. The requitements reldted to producers pertain to outside

brokers. and not Direct Seles Agents. .In this case the application received was,

completed by & Direct Sales Agent, an employée of BSL. 'Direct Sales Agents
were not required to complete the Producer informetion as long as they had
. supplied their name and/or Direct Sales M number and ﬂie‘ir Marketing Code.
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In the final mstance, the Company dlsagrees UIU received a refei';:al from -

Medical Management, . At that time, the. UTU- assistant requested a copy. of the
original . application and the copy was received two months later. The UIU
underwriter reviewed the application and 14 days later determmed that ap
investigation of this member’s medical hlstory was necessary, The I,
 underwriter then requested medical records from six provlders on that date.

The Department’s Response to the Company Response to Section 2(b)(II) In

the second instance, the Company has not provided documeritation to; support its

response regardmg the producer’s signature, -

In the final mstanee the Company response does. not address that BSL’s two-week
. follow. up procedure was not followed y _

Theseare unresolved i issues and may result in further administretive action,

Z(b)(DI) In two. of the 15 ‘instances, there. were delays in rescission

investigations, In the first-instance, at the onset of the rescission investigation, -

BSL did not request.records from the provider listed on the application until two
‘and a half' months after the start .of the investigafion,. BSL had the provider’s

information aveilable so it was unreasonable for there to have been-a delay of this-

length if those records needed fo be ordered, The Company had information in its
- possession on the application to expedlte its mvestlgahon but chd not utilize the
mennaUOn at hand. - :

In the second mstance, after the referral’ from Medlcal Management to UIU there
was 1o documentation of an ongoing investigation by UIU until 75 days later when
records were requested. There was no documentation i the file to suppott that the
application was requested Gy UTU. During the’ 75 day’ period, the Company

récetved seven claims. Whilé the claims recéived may not have been affected by

the Medical Management pre-certification, ‘they were. affected by the delays in the
UIU, There was a 75 day delay from the date of the Medical Management referral
" until the UTU unit’s first requests for medlcal records ‘ 4

; Summarv of Company response to Sectmn Z(b)fl'm In both instances '
the Compahy disagrees. In the first instance, it is not & standard or required |

procedure to request records from prov1ders hsted on the application,

In the second instance, UIU recelved a teferral from Medical Management, Atthat

time, the UIU assistant requested & copy of the original application and the copy
was teceived. - The UIU underwriter reviewed the application and, determmed that
"an investigation ‘of this member’s medical history wes necessary, . The UIU
underwriter. then requested medical records from six providers on that date.
- Additionally, the -call received ‘in- Medical Management was 1o request
authorization for servicés, A UIU investigation is not tied 1o the Teview of a
request for authonzatlon of servwes by Medical Managemen‘c (in other words, it
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does né)tvdelay, any Medical Management review) and therefore there is no impact -
oo the prompt investigation of claims requirement of CIC §790.03(h)(3).. -
Additionally, there is no violation of CIC §790.03(h)(3) _related to the Company’s

. claims practices because no claim was yet received.

NOnethelé'és, BSL will provide refresher training to s examiners to emphasize the

importance of conducting rescission investigations in timely fashion,

_ The. Department’s Résn onse to_the Cbmﬁ-apv Response to Section 2( B)(IH):
The Company did not addrsss the delay issues presented by the Department. '

These are unresolved issues and méy result in further. administrative action. - -

2(b)(LV). In ohe of fhé 15 instances, Medical Menagement sent a referral to UTU
on February 7, 2005, end claims were paid March 18, 2005, 30 working days after
referral. . o S e

 Summary of Company response to Section'_z,:(b)(I'V): BSL finalized . -

** processing on March 22, 2005, and-issued payment fo"the provider on March 23,

2005, On March 23, 2005, the UIU investigation was initiated and the Claims. - -
Department was notified to hold payment of claims. A Medical Managemert -
_ referral to UTU does not trigger a hold on claims. Rather, a liold on claims will -
. occur if & UIU investigator pursues an investigation of an issue that has been

- referred, Ofherwise, there could be an unnecessary hold on claims if the UIU
investigator determines ‘a UIU investigation -is not warranted, The UIU

investigation commenced on March 23, 2005, and that is when & hold on claims
. vas placed. : : S ' -

Following & Medical Managemerit reforral, the UXU underwritet will request a
copy of the application, and conduet an initial review of the application and.
any availsble medical information to determine whether further review is
required. If it is determined that a further review is required, then a file is
-" opened and additional medical records, etc are requested for a more detailed

" yeview. In this instance, this preliminary process took place between the
February 7, 2005 Medical Management referral aud the March 23, 2005 |
decision t proceed with  UIU investigation. S

The Department’s Response to the Company Response to Section 2(MHAV):

The Compeny has not addressed the issue that it toek ovet 30 days-after Medical,
Management referred the member to UIU, for the UIU to deterniine if it would.
. investigate or not investigate the member’s eligibility. During the over 30 day

. period, claims were received and paid ‘which ¢reated an overpayment.

This is an unresolved issue and may result in further administrative action.
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2(®)(V). In one of the 15 instances, after overturning the rescission, the Company »
failed to reprocess claims to reflent the outcome. , :

Summiary of Company response to Section 2(b)(V): BSL agrees that the .

Claims Department did not adjust all claims after the UIU investigation” was

" complete, By July 21, 2006, the Company changed the UIU process to finalize
outstanding claims received prior to and during & rescission investigation. On @
*"monthly basis, UIU sends a report to the Claims ‘Department notifying it -of -

completed UIU investigations so that the Claims Department can finalize any
olaims associated with UIU investigations. : et

2(b)(YI). In o;ié of the 15'instanc.es, BSL sent leﬁgré to the‘ member and prpilider
requesting additional information. Two days later, BSL sent EOBs informing the
provider/member that it had not received a response o its request for additional

' information- and that processing was discontinued, . The EOBs were misleading:
because the Company had tiot discontinued its'review process. ’ -

... Summary of Company response to’ Section 2(PY(VI); BSL disagiees, -
The standard message to the provider and member on the EOBs sent two days after
‘letiers requesting information was not misleading in any way and provided. ‘-
additional detailed information to the provider/member that an investigation: was -

. underway so that each understood:why the claim was not being finalized.

The Dgpartment’s Respoixs‘e to the Corapany Response to Section Z(b)(\m_:.‘. B

This is an unresolvéd issue and may result in further administtative action.

2(b)(VIL): In one,of the 15 instances, a member contacted BSL appealing his co-

pay to be either paid ot removed. _Although BSL responded to the member that the
appeal had been forwarded to its Medical Management Departnent for 3 review
and +fhat the concerns would teceive complete investigation and appropriate

' follow-up, BSL did not provide the member with the outcome of the Medical

Management review. The file does not reflect if the co-payment Wwas reimbursed

- and/or removed as the member requested. : ‘ :

p Summsry of Company response to Section 2(b)(VIL): The memiber filed
an appeal regarding quality 'of care and BSL sent an acknowledgement letter, The

* letter sent was the final decision and notification to the memmber. "The letter

explained that Quality of Care issues aré protected under the Peer Review process

~and the results of the investigation were considered privileged and confidential ..

under state law. o

The.Dep'arfcment"s Response to the Comminv Reépﬂse to Section 2(b)(VID):

. This is an unresolved issue and may result in further administrative action.
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Z(b)(VTﬂ) In one of the 15 msta.nces the member had an accldent which required

" dental services. BSL was notified pnor 1o Teceipt of the claim of the accidental
'mJury and pre-authorized the services. When the claims were received, the
services were denied for no dental benefits even though some services were pre-

authorized. BSL failed to document itg system to allow pre-suthorized benefits

when the charges were received. The Company previously had approved certain
services for paymeént and the policy did afford coverage. Although the claim was
submitted without the approval code, since BSL had pre-authonzed denta] services

“and could have documerited its system to allow the services, the oharges were’

paya.ble upon initial submission.

: "~ Summary of Company response to Sectmn Z(b)(VIII) The claim ‘was
subtnitted without the approved code. Upon appeal the claim was adjusted to pay ‘

s an exception.

. .'The Department’s Response to the Companv Response to Section 2( b)(VI]I)

This is ah umesolved 1ssue and may result in further adm1mstrat1ve action.

' 2(b)(IX) In general, due 10 BSL’s busmess structme of having the Ple-extstmg
.Condition Unit and the UIU act independently of each other [described in section
2(b)D) on pages 25 and 26 of ﬂ'llS report], investigations may not be conducted
promptly as required.

. Members and provlders may be subjected to two separate investigations in which:
the sgme information may be requestcd separately by each unit.  The

documentatmn gathered for one mvestlgatmn is not utilized by both umts

The Pre-gxisting Condmon Unit may conduct a pre—e}ustmg condltlon

. investigation and determine that the billed diagnosis is not a pre-existing condition

(six month ‘contestability). The proceduxc used by BSL would not refer the .

member to the UIU to investigate even when the diagnosis may be rescindable
~“(two year contestability), Claims for the member ‘would continue to-be paid until

_the point when and if Medical Management becomes involved and refers the case °

o UIU, UIU may conduct its own investigation with the possible result that a

rescission will be made. The result of this lack of a coordinated process is that the

member and prov1der are subjected to delay in commencmg the ultimate UIU
mvesugahon . -

Summary of Comng_pv response to Section glgzg_IX;_z BSL has -

-Iesponded 1o other ihquiries regarding the two units working separately and
mdependently that it does not agree 'Wlﬂl the Department’s criticism,

"The Departm tment’s Response 10 the Companv Response to Sectlon 2(b)(X):

This s anunresolvcd igsue and may result in further admlms’m:ahvs ac‘aon.
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4 3. In 55 instances, fhe, Company failed to -r'ep'resent. correcily to claimants, pertinent -
_ facts or fnsurance policy provisions relating to a coverage at issue. The Department alleges
. these acts are in violation 6f CIC §790.03(h)(1). = - ' '

. 3(). For the Short Term Health Product, in 27 of the 55 instances, the Company failed '
to represent correctly to claimeants-pertinent facts or insurance policy provisions relating to
a coyerage &t issue. ' : ' T

3(a)(@). In 13 of the 27 instances, the explanation of benefits (ROB) contained
inacctirate messages. which, ‘were misleading to the provider and member.’
‘Specifically, the remark code indicated that additional information was needed
from the provider when no additional information had been requested from the
- provider, o . . '

_ Summary of Company response to 3(a)@): The Company agrees. The

remark code on the EOB ‘was misleading by indicating that additional information

“had been requiested from the provider when in fact no information was requested.

. Refresher traifing was conducted on November 30, 2005, to ensure that claims
. examiners understand which message codes to use. . :

3(a)('II),' In five of the 27 .insta,nces, at the start of the pre-existing inyeéti'gaﬁon,
the Company asked the member for 12 months of medical history instead of 8iX
- months as specified in the policy. contract. ‘ ~

: Summary of Company response to 3(a)(JD); The Company agrees. This
"was & claims exaininer error and only six months of medical information should
have been requested. This issue was identified prior to the Department’s review.
and extensive refresher training was corducted in multiple sessions with the claims
examiner staff on September 22, 2004, Jute 15, 2005, and August 24, 2005."

3(a)(IM). - In three of the 27 instances, a no-pay EOB provided urbundling
information which was ndorrect. . . - . .

Summary of Company response ‘to 3(a)(TID): "The Company agrees.
These were incorrect remerk codes and should not have been used.. Unbundling
would not apply when no paynient was being made. Refigsher training for claims
examiners on the unbtindling remark code was. completed by June 1, 2006,

3(a)(IV). In two of the 27 instances, original claims and their appeals were denied
incorréctly. " The provisions within the policies that BSL feferenced to support the
Company denials did not apply to the claims submitted. o :

Summary of Company résponse to 3(a)IV): The Company agrees. In
- both instances, the policy wording referenced in the denials was incorrect. In one
~ instance, thé claim was reprocessed, In the other instance, the claims submitted . -
* were not a benefit of the policy regardless of the incorrect wording.
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In addition, by the end of December2005, BSL compléted additional training with
- claims examiners to ensure they know how and when to apply policy provisions.

3 (a)(\f). Tn one-of the 27 instances, on the same day that the Company réceived a
billing, it sent an EOB closing the claim, due to lack of information.

Summary of Company response to 4(a)(V): The Company agrees thaf - .
the EOB contained en inapproptiate remark code. On Junme 1, 2005, and on
November 30, 2005, refresher training was conducted with the claims examiners .
on the proper usage of remark codes. - : :

3(z)(VI). In one of the 27 instances, the information provided by the member’s
physician on three seperate occasions did not support the denial of benefits. :

Summary of Cbmpanv response to 3(a)(VI): The Company dgrces. The
information provided by the physician ‘did not support the denial of benefits.
Additiona! training on makirig pre-existing condition decisions was provided to the

claiims examiner staff at the end of March 2006,

3(a)(VI). In.one of the 27 instances, in a 2004, denial letter o & member, the
Company specifically quoted pre-existing condition wording that was no longer a.
part of the pre-existing condition wording in the policy. A policy amendment on
Jannary 1, 2002, removed the wording the Company referenced in'its denia] letter.

Summary of Company response to 3(2)(VI): .The Company disagrees.

The only chenge in the changed definition was the substitution of “health care

" practitioner™ for' “health practitioner,” and the capitalization- of certain defined
terms, - No wordifig was eliminated from the policy definition and- the correst
* definition was used. - ‘

The Department’s Response to the Company Re’spon_sé to Section 3(a)(VID: . ‘

This is an unresoltved issue and may require further administrative action.

* 3(a)(VII). In ons of the 27 instances, the insured’s appeal was denied even
though prior to the denial, all pertinent information to support the appeal was
provided by both the member and the provider. The member appealed a
‘deductible taken when the policy bad a deductible waiver if the service was in
_connection with an accident.” The services provided were due to an accidental
injury. . . -

Summary of Company response to 3(a)(VII): The Company disagrees.
The x-ray report contained in the file at the time appeal was denied did not provide
enough information to show that the claim involved an accident and qualified for 2
deductible waiver, Later the Company received additional medical records which
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| prov{ded the aéﬁiderlt details, Asa result of the records received after the appeal
was initially denied, the claim was adjusted and deductible waived. '

. The Department’s Response to the Company Response to Section 3(a)( VIII):

" The Company did not address the issue-that at the time the Company denied the -
meniber’s eppeal; the Company had in the file not only the -members appeal, but’

-+ - also an appeal from the provider which contained the information to verify the -
. accidéntal injury. When responding to the member’s appeal, the Company did riot
take imfo considetation the provider appeal it had in the file and denied the

member's.appeal,

This is an Um'esolvea igsue and may' require fu:ther‘administraﬁvé action.
3(b). For the Individual Family Plan (IFP) Product in 28 of 5 S'iﬁstahces, the Company

. failed to represent correctly to claimants pertinent facts or insurance policy provisions
relating to a coverage'at issue. : o ' -

"3(b)(0). In 20 of the 28-instances, all Company correspondence (EOBs, rescission
etters; letters from Medical Managsrhent, letters from Grievance.and appeals etc.) -
included Employee Retirement Income Security Act'(ERISA) wording applicable - -
to Group products. The ERISA wording was not applicable to this Individual
product and therefore was misleading. - = .

. Summary of Company response to 3(b)(D): The Company disagrees,
The ERISA notice was required for the group business product. It appeared at the
end of the correspondence and was set apart in.a box from the rest of the'notice, It -
began, “If your employer’s health plan”, so anyone reading-that part of the notice
would be able o tell easily if it applied to their plan. “The use of this lenguage in -

" no way miistepresented pertinent facts or insurance. policy provisions relating to
this IFP coverage -at issue and therefore has no impact on the Flan’s complignce
with CIC §790.03(h)(1). ' " S ' :

The Dep artment’s Response to the Company Rpsgdnse to 3(b)(A):

This is an unresolved issue and may result in further admmistfﬁtive' action.

S(b)(ﬂ). In three of the 28 instances, Medical 'Managcﬁient lettors informéd the
membez/providers that BSL. was conducting pre-existing condition investigation
when such an mvestigation was not being conducted. . .

- . Summary of Company response to 3(b)(AIL): There Wwas 1o pre—exiStiﬁg
condition investigation, This verbiage was used by Medical Management when
the patient was within their pre-existing condition time period. :

The Denartment’s Response to the Company Respdns‘e to 3( B)(iD:

.+ This is an unresolved issue and may result in further administrative action.
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'S(b)(]II) In three of the 28 instances, there was no procedure. in place for
Customer Servwe o adv1se 2 caller that there was a pendlng investigation.

Summary of Companv response to 3(b)(IMN): BSL disagrees. The
Customer Service system noted that eligibility and benefits were. discussed, The
CSR might discuss,that there was an administrative review, etc, if appropriate, in

order, to respond to issuss raised in a call; however as a mater of policy, the .

' Company did not disclose specifically a UIU investigation.

" The Department’s Response to ’che Company Response to 3(b)(III) “The .
Depattment does not suggest that the Company needed to disclose to.callers when |

there was & UTU investigation, The Départment contends that a caller should have
been provided with the irformation réquested and notified if there was 2 pendmg
. investigation which mlght affect beneﬁts pald .

" Thisi is an unteg olved 1ssue and may regult in further adrmmstratlve aotlon

. 3(b)(IV) In one of 28 instances; in P letter to the prowder expla.mmg thc mte:cest '
paymerit, BSL incorrectly identified a Department of Managed Health. Care .

ciation (Cahforma Health & Safety Code §1371) when it should have 1dcnt1ﬁed

the Departmcrrt of Insurance énd CIC §10123 13 (b):

Sumimary of Comjmnv résponse to 3(b)IV): The Company disagress.,

The correct interest was calculated as reqmred by CIC 10123.13(b).. Also, the

letter with an mcorrect c1tat10n was 8 mistake and was not ‘consistent with ' '

established businéss policies. BSL will conduct refresher training to reinforce for -

fexammers that its products aie regulated by the Department under the Insurance’
Code and that they should verlfy that there correspondence references the correct

agency and code

3(b)(V) In one of the 28 instances; BSL pa1d claims for a diagnosis whlch the. A

.. UIo had placed on “hold” in the system durmg 1ts 8 18] mvesngatmn

Summarv of Companv response to 3(b)ﬁD BSL agrees that claims

_ tzvcre paid when UIU had placed a “hold” in the system during its UIU

mvestlgauon The Claims Department received training by August 4, 2006, that

- included a review of the process to follow when & notme from UIU is recewed 10

hold claims,

In 43 mstances, the Companv failed to maintain -all docwments, notes and work l'

' papers in the clalm file, The Department alleges these acts are in vmlatlon of CCR §2695 3(a)

4(a), - For the’ Short Term Hea,lth product; in 24. of the 43 instances, complete files were

not prov1ded The missing mformatxon mcluded

34

»




) documentation to support when and where BSL obtained the U. S. conversion
for out-of-country claims; : o

(II) copies of the documents determining the outcome of an appeal; - .

(I1Ty documentation that BSL-acknowledged a request for information; N
(IV) documentation to support the date an authorization to obtain medical records
was sent;, | a o . )

(V) & copy of the member’s certificate of insurance;

(VT) documentation of requests for applications;

(VID documentation of the basis for reversing e rescission;

(V1O) the original claim; - e . o
(IX) documentation of ‘when BSL requested a copy of the creditable coverage
certificate showing thiat such was performed in a timely manner;

() pertinent provider no-pay EOBs and member EOBs;

(X7) documentation of the name of a caller with an inquiry;
- (XII) notations in the Customer Service System of the identity callers;
-+ (XIIT) copies of Medical Management reviews; -

(XTV) documentation of telephone calls; and , ,
(XV) documentation of information conveyed in telephone calls: i \

Summary of Company response to Section 4(a):

4(3)@. In the instance of the . 8. conversion, as & matter of practice, the.
conversion amount was verified by the claims examiner using an internst website

application or the  website was used to obtain the conversion ameunt. This

information should have been included in the file. A-refresher training session was.
completed by June 15,2006, to ensure that claims examiners know to include & -
copy of the conversion information in the file. '

4(a)(MD), In the instance of & copy,of the documents determining an appeal, the
Company agrées, BSL will conduct refresher training to reinforce the process of

 transmitting documents to its third party administrator for inclusion in the file,

4(2)(1), “In the instance of the response to an inquiry, BSL’s standard procedure
required en goknowledgement or letter of response. Refresher training was
completed in December 2005 ‘ i : - '

4(a)IV). In fhe instance of the doctmentation of the daté for requesting medical

. records, the standard practice ‘was to document. the file with this informiation,

Refresher training was conduoted ‘with the claifns examiner by the end of
December 2005. ' '

A 4(a)(V). In the instance of the copy of the oertificate of coverage, the Company

agrees. BSL provided the additional information.

4(a)(VI). Tn the two instances, BSL agrees. Effective October 2065, pro,cedm'és
were implemented to obtain copies of the application and to document the datethe
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-caller informationbe captured for every call, .

application was requested and the date it was received: BSL completed additional
training to remind staff of documentation procedures at the er_ld of June 2006,

4(a)(VID). Iri the instance of the ,adrﬁinistrative review for a rescission reversal,

BSL aprees. A training refresher session was conducted in March 2006, with the
claim staff to ensure they understeand what documentation requirements are needed’
for reinstateménts. ' '

4(2)(VIIL).- Tn the instance of the missing original claim, BSL provi'dcd copies of
the claims the member submitted upon appeal, rather than copies of the original
claim. ' ' : :

The Department’s Re'snbnse fo the Compam? Respohs;e fo Section 4(a)(VI):

This.is an unresolved issue and may result in further administrative action,

:4(a)(D(,). In the instance of the requeét regarding prévious insurance cdvb:agé, .
. although the request was not documented in the file, a request was made, This'
lack of documentation was not consistent with BSL procedures. . Névertheless, the-

BSL disagrees that CCR- §2695.3(a) applies because pertinent events could. be.
reconstructed without the ‘documentation of the specific date ypon which the
request for records was made. Nonetheless, BSL will issue instructions reminding

- ', its thitd party administrator examiners of the requirement that all requests and

communications concerning & claim be documented in the cleim file,

" 4(a)(X). The Cémpany ;disag;ees that provider and member EOBs' were not

provided. .

The Department’s Response to the Company Response to_Section 4()(X):

While the Company provided EOBs, they were not the EOBs pertinent fo the

Asues in the files reviewed.’
- Thisisan unresolved issue aﬁd may resulf in furﬂne‘r. adixﬂnistrati\}é action. -
: 4(a)(XI). Régarding the undocumented tele‘phoﬁe cé.ll, BSL procedures. in October,

2004 did not require that the' celler’s nanie be documented for every call.

"However, in August 2005, BSL revised its procedures and currently requires that -

4(a)(XM). The process et that time did not include documenting the name of the
provider, . This process was changed in August 2005, when the Customer Service
Representatives (CSR) began to include in the documentation the rame of the
provider calling. CSRs were trained on this new requirsment on December 22,
2005, - B ‘ : . :
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4(a)(X0T): The Compan.y agrees: In the one 'instance, services ‘were reviewed by

BSL’s Medical Management Department for pricing of the charges billed, The .

EOB associated with the claim reflected the outcome of Medical Management’s

review. There was no. hard copy. of 'how'Med.ical Management determined the -
pricing for the billed charges. In another instance, the Company was unable to . .

locate a copy of its Medical Management review. -

4(2)(XIV): In'the instanoes of sindocumented telephone -calls, BSL concurs that.
the file did not include documentation of the agent’s calls, This was a CSR
oversight and refresher training was conduéted by June 15, 2006, to ensure that the
CYRs understand the requiréments for all calls received. ' =

4(@)(XV): In the fing] instance, & Tefresher training for supervisors was heid n
January 2006, This training inciuded material on the requirements for completing
call backs and for the documentationof such calls,

4(). . For the Individual Femily Plen aad Growp produsts, in 19 of the 43 instanoes,

P

. complete files were not provided,

v 4(b)(I) In five iﬁ'sfcahcies, EOBs were not provided.

Summary of Comn'anv response to 4(b)M: I the first instance, BSL

intended to_and believes it did -attach the EOB to its referral response as
" Attachment A, - : ' ’ ‘ . :

- In the second instance, the actual EOBs were attacﬁmeﬁt 1 to BSL's referral .

response.

Tn two instances, BSL did not provide a ré’spbnse' because it did not receive:

referrals for on the claims in question.
. In the remaining instances, the dste from which the papér EOBs were‘printed was
 gvailable for viewing on sereen. BSL will work to develop & process by which
 paper copies of non-pay EOBs can be provided on & timely basis.

" The Department’s ‘Response to the Conipémv Response to Section 40X

These are unresolved issues and may result in further administrative action. .

- 4(m)). In tW(.i instances, the UTU file did not document the date a copy of the
‘gpplication was requested,”. The Company responded that a copy was requested

after the referral from Medical Management was received, but did not provide
proof of the requests. - o -

" Summary of Company response to 4(b)(ID: .051 the date that the referral »

- wes received a request for the application was routinely made, but BSL did not
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. ‘have documentation that this was doné in these two instances. - The process has
been changed so that the date on which the application is requested is. documented,
"In addition, BSL will conduct refresher training for its examnners 1o emphasize that

mvestlgatlons should be conducted diligently..

4(b)(]]I) In two instances, the prov1der 8 ofﬁce or the copy service prov:ded a
. billing for its services,” The file did not reflect that ‘the copy service fees were paid
by BSL., BSL responded that with partmzpatmg providers, theré is an agreement .
that records are to be provided without a.copy fee. The Company did not prov1de a
copy of this Wntten agreement. ' :

. Summary of Companv response to 4(b)(IID BSL dtsagrees BSL -
“explained the contracted providers’ obhga,tlon to prowde records, and. a copy of,
the agreement was not redtiested by the examirer, In ons of the two instances, it

_was .BSL’s progess to tall the provider and tell them that BSL would not
rejmburse the provider for the charges, BSL referenced its cover sheet ‘when
‘making the request for records which stated that the requested information was to
be prov1ded at no charge o

The Department’s Response to the Companv Response to Sectmn 4(b)ﬂII_L

This i 1s an unresolved issue end mav result mfurther adm1mstrat1ve actlon

4(b)(IV) In one mstanee, the 1mderwr1t1ng file for 4 rescission lacked a copy of.
the request for medical records,

} " Summiary of Company response to 4( b)(I'V) The documentation

' requested by Underwriting was not part of the rescission process and was located
in another department/file. Therefore, -that information was not part of the
Ieselssmn file and was not prowded as a part-of the review, .

The Department’s Response to.the Company Response to Sectlon 4bYTVY:
“The medical records in question prompted the underwriter to send this member to
- the UTU for a rescission investigation, The:refore any file- doeuments regardmg the
records were a part of the rescission process.

This is an unresolved issue and may result i m further adm1mstrat1xe actlon

' 4(b)(V) In one file, BSL respended fo the Department that six beneﬁt payments
were based on BSL’s medical consultant’s review but BSL failed to provide a copy
of the referenced rev1ew to support its response.

Sumrriarv of Company response to 4(b)(V): There was no medicel .
" consultant review of this claim and, accordingly, no copy of a review to provide,
Rather, BSL requested additional information from the provider and the provider
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- complied, which led to the reforenced payments, (The Company representative)
discussed this with the examiner on July 20, 2006 in San Francisco. 4

" The Department’s Response to the Companv Response to Secﬁibn 4(b)(V):

‘ V'This' is an unresolved issue due 1o lack of response and may result in further
X administrative action. . e .

4(b)(VI). ,.In one insténce,- the member appealed & rqscission by email. A copy of -
- the email was not proyi_ded. - " : )

Co Summary of Company response 10 4(b)(VI): The Company was unable -
to locate fhe email appeal. The Company agrees that the appeal email was.not
copied to the fils as required by comapany policy; however, it is not clear how this
preverits the Department from reconstructing pertinent everts and dates pertaining

“to the claim for purposes of compliance with claims practices requirements as is
the requirement of 2695.3(a), o '

-4(b)(VIL). In one instance, the file lacked the documentation to: support a
cancellation decision, BSL did not provide the documentation fo support:a

_cancellation of a policy when the file was noted 1o rescind coverage. Although
there were two internal documents within the file that noted to reseind coverage,
the member’s policy was not rescinded but instead cancelled as of the date-of &
cancellation letter to the member. The file contained no'documentation as to how
the Compaty changed its position and determined not fo zescind coverage back:to
the effective date, ' o :

Summz{ry of Company _response to 4(b)(VID): This was' an
. administrative decision. The documentation in the file stating to resciid coverage
was in error. ‘ ‘ : :

‘The Dgpértnient’s '_Resp'onse to the Company Resp_onse-to Section 4(b)(VID:
BSL did fiot provide the docurnentation to support its decision. ' o

This is an unresolved issue and may result in further administrative action.
4(b)(VII). In one instance, e file lacked the date that BSL was-contacted by the

" member's broker regarding the broker’s concerns, The file documented the BSL . .

‘Director of IFP Sales referral to UIU for investigation, but the file did not
dooument when the Director-was contacted regarding the broker’s concerns,

‘Summary of Company response to 4(b)(VIID): The Company disagrees,
Because there was no written correspondence forwarded from the broker who was
seeking anonymity, it ‘was concluded from BSL- employee email that the BSL
 Director of Sales received & call from the broker, . This executive sales position
required telephone calls and meetings with brokers on a regular basis. Issues

39




[T PPP S

. ‘recewed by phone or in person were ‘referred for handlmg via phone. or email
’ Therefore the email was the documentation oontalned m the file.

The Department’s Response 1o the Company Response to Seetlon 4(b) (VIII)

This is an unresolved i issue and may result i in further administrative ae‘uon

| 4(b)(IX) In one mstance the member s application eontamed & dlagn031s and 8

prescription drug taken for that diagnosis, The underwriting tool used at the time
of the application ratéd the prescription “drug, but for a: :completely different
diagnosis, .The file did not contain a rating for the diagnosis provided by the

member at the time of apphca’non and therefore due to the d1agnosm dlscrepancy, .
- did not dooument if the member was rated correctly..

1

. Summary of Companv response to 4(b)(IX) The Company disagrees, .
The underwiiter referred to the points assigned to the medication and assigned the -
oints, The underwriter was aware that medlea’non could be- used to treat two-

separate 1dent1ﬁab1e dlagnoses

The Department’s Response to the Companv Response to Sectlon 4(b)(]"X)

| . This is anunresolved issue and may result in further admlmstrahve act1on
4(b)(X') In one instance, the Company did not. prov1de a copy oi" 1ts complete -

procedure manual for pre-e}nstmg mvestlganons

Summarv of Companv response to 4(b)(X) - BSL dlsagrees (The

Company representative) provided “full copies of BSL’s pre-existing condition

* inVestipation procedure midnual to-the examiner on June 22, 2006, July 27, 2006,
“apd July 31, 2006, at which point the examiner informed (The Company
representatwe) that she did not need to receive further copies of the manual, :

The Department’s Response to the Companv Response fo Sectlon 4(b)(X): -

_ This is an unresolved jssue due to lack of resgonse and may_result 1n further, .

admm1strat1ve ao’uon,

.4(b)(XI) In one mstance, the provxder of service sent 1o BSL a request for demtal
‘services 1o be reviewed and pre-authorized before services were performed. The
_provider’s pre-authorization request and any doouments submitted - were not

- provided. -

' Summarv of Companv response to_4(b)(XD): BSL disagrees. Pre-
service letters are not normally part of the Appeals file. The pre-service
: determmatlon isinthe Managed Care Notes

: The Department’s Response to the Companv Response to Sectmn 4( b)(XI)
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This’i is an unresolved issue and maz result i m further admlmsiratrve aetron

4(b)(XII) In one mstance a copy of'the BSL Dental Director’s review referenced
: m the July 9 2004, BSL notes were not provided with the ﬁle

Summarv of Companv response to 4(b)(XID BSL drsagrees the Dental
Director’s review is in the notés within the Managed Care notes, These notes were
aveilable to the examiner on the system and also printed out and provided on
paper. Dental Director’s review and the Managed Care. notes were prov1ded as
-part of the Appeal packet provided to her : o '

ThlS is an unresolVed 1ssue and may result in further admmrstratrve acmon

4(b)('X]JI) In one mstance, durmg the revrew of & resvission file, it was ndted that
BSL also conducted a pre-existing condition investigation and determined that the -
member’s condition was not' pre-gxisting. A’ copy of the pre-exist umt
) investigation file was requested but BSL declined 1o provide the file. ,

 Summary _of; Companv response 1o 4(b)(XIm_ The requested
documentation is not part of a UIU mveshga‘aon and therefore is not part: of the
rescission file, The complete rescission file was provided and made available to
e CDI suditor at the start of the audit following the guidance provided in the
. * “Coordinator’s Information Guide” and “Claims. Opetation Questionnairs”
provided fo the company upon iniitial notice of audit. This document is part of &
pro-existing condition review which is handled by the company as a completely S
_separate and d1stmct process, umelated toa UIU investigation, - T

|
\
\
\
|
|
. .The Denartment’s Response to the Companv Response to Sectlon 4(b)(XII) S oo
|
|

‘The Departmmt’s Response to the Companv Response to Section 4(b)(XTD):
Prior to the examination and dunng the exarnination process, the Department . .
communicated the infermation required to the designated Company representative.
During the process if the reqiired itiformation was not provided the Department
notified the Company. The IFP product-was one of the final products reviewed
durmg this examination, The examination procéss was in its ninth ‘month when the
" review of the product began, The Company was aware at that point in the -
. “examination’ of the documentatron necessary to complete the review because of
L pr1or requests for thaf mformatnon in other produets '

Th1s is a.numesolved igsue and may result in further admlmstratrve acnon

5 In 35 mstances. the Companv failed to include & statement in its claim denia) that, if -
the claimant believes the claim has been wrongfirlly denied or rejected; he or she may have
the matter reviewed by the Californis Department of Insurance. The Department alleges
these acts are in violation of CCR §2695 7(b)(3) o . -
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5(a). In seven of the 35 mstances for the Short T erm Health Produéfa, correspondence
from the Company, EOBs, and pre-existing condition Jetters did not contain the required
.- wording. . ’ " T : -
. Summary of Comﬁanv Rt;,sponse' to 5(a): BSL used s;calldar_d'ized remark codes
in its denial letters. By the end of January 2006,. BSL gudited its standardized EOB

that were the basis of a denial. The necessary correciive actions to the remark codes were.
 implemented by the end of June 2006, Additionally, programming to modify the EOB fo
~ include the appropriate language was completegi by the end of August 2006, '

A 5(b). In 28 of the 35 instances for the TFP, Product, corresppnden'ee Such as explanation of.
bencfits, rescission letters, tesponse to- appeal  letters, ard Medical Management
" comregpondence did not contain the wording required by CCR §2695.7(b)(3) . ‘

Summary of Company Response to 5(b); The Company agrees. Corrections 10
the EOBs were completed by August 18, 2006. Form rescission letters that contained
Dcpartlﬁent of Managed Health Cere wording were corrected on June 9, 2005, Letters in
response ‘to eppeals . were corrected on July 12, '2005, end " Medical -
Management/Authorization letters were updated on July 15, 2006. o '

6. In 26 instances, the Company persisted in seeking information not reasomably
required for or material to the resolution of a claim dispute. [This CCR §2695.7(d) wording
was effective for claims handling prior to the October 2004 regulation update.] The Departmerit
alieges these acts are in violation of CCR §2695.7(d). o E

6(a). For the Short T,E‘:rmI Health Product, in 25 of the 26 instances, the Cotupany
‘tequested information it already had in the file. _ ' o

6(2)(D). In four of the 25 instances, the members ‘suffered injuries from an-
accident. -This information was on file when claims were received, Even with this
informatior. the Company conducted pre-existing condition investigations.

_ Summiary of Company Response t6 6(a)(D): BSL agrees that letters °
should not have been sent as. the diagnoses clearly indicate accident related
infuries, The policy &t the time was to send out letters for this type of diagnosis
and to gather verification of an actidental injury.. The policy . was- changed in -
January 2005, and letters no longer are sent if the diagnosis is -cléarly accident

. related, o C o '

6(2)@X). 'In three of the 25 instances, the information available on the application
was not utilized during an investigation thereby résulting in delays by obtaining
the information a second time, - '
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‘Summary of Company Response to 6(2)(I1): Upon the initiation of an
" .eligibility investigation, the TPA would request 2 copy of the application from
* BSL, The Company recognizes that in some instances, names and addresses of
treating physicians and previous insurance coverage information might have been
provided in the member’s application. Requesting the application prior to
requesting information directly from the member was not part of its procedure
because many times the information provided on the application was incomplete
and & member request was not avoided because additional or different jnformation

was still required. .BSL revised its. procedures, in December 2005, to review

routinely the application for physician information before a request for additional.
information is made 1o the member. :

6(2)(00). In one of the 25 instances, the Company requested the outcome of the
+ pathology report when the information ‘was-contained in the medical records in the
. file, ' o . ‘

Summary of Cbniﬁany- Response to 6(a)IIX): The Company agrees tﬁéft

the request was not necessary, Quarterly audits will be conducted with the TPA,
BSL audited a sampling of claims to ensure that the correct process was followed.

BSL, identified ‘where there were discrepancies and implemented corrective: steps..

as needed by January 30, 2006.

6(a)IV). In onis of the 25 instances, BSL received the'phjrsi.cian"'s' notes it had

requested but requested the sanie notes again seven months later, -

, Summary of Company Response to- 6(a)IV):  The Company agrees.
© This was a mistake in processing made by the claims examiner; The Company has
procedures-in place to review documents received and retraining took place by
- - Décember 5, 2005, to reinforee how to thoroughly review & meinbeér’s claim file to

ensure that informgtion is not being re-requested when it 4s a]rcady»cont'ained' in
" . the file, Tn addition, since the examination, BSL has changed its process {0 require
:examiners to- check the ‘queue ‘of incoming material before sending out second -

requests for information. o

6(a)(V). In otie of the 25 instances, after the physician’s reéponse was Tecetved,

the Company requested the in:formation again 19 days-afier receipt,

Suthmary of Company Response to 6(x)(V); There was a backlog and

additional information wes needed from other providers. Since the examination,
BSL, has made changed its process to require examiners to check the queue of
-incoming material before sending out second requests for information, BSL will
also instruct its third party administrator to ensure that ekaminets are familiar with

the contents of the file and the information availsble before requesting information

from provider’s to avoid redui;dan”c requests. :
' Y .
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6(2)(VI), In one of the 25 instances, the Company received previous insurance -
information from the member which provided a credit toward the member’s pre~ -
. existing condition time period under the plan. This eredit eliminated this
member’s time period but BSL continued to pursue a pre-existing condition |
investigation, s : '

.. Summary of Compsany Response to 6(a)(VI): This was not a typical
scenario as normally responsss are worked faster to prevent this from ocourring.
This was n unusual time when some backlog existed. BSL reviewed the process
for automatically sending & follow-up., Modifications to the work Process were
completed by the end of June 2006 and now require the examiner to review the file
‘anid queue to determirie whether responses’ and informetion are already available
before re-requesting information. ' : -

’

" 6(a)(VII. Tn one of the 25 instances, the Company: sent a letter to the member
requesting accident details after receipt of the police. report which contained the
details of the accident. e ,

. Summary of Company Response to 6(a)(VID: BSL provided a response’
tegarding this instance in its May 26, 2006 referral response. BSL responded that
it agreed that the pre-existing létter should not have been sent and that the letter
was- sent a5 a résult.of examinér error. As indicated in BSL’s referral response, -
refresher training was completed by June 15, 2006 to reinforce that pre-existing
* condition letters are not sent on claims when the claim is clearly related to an
accident, BSL will re-instruct its third party administrator to ensure that-examiners
are familiar with the contents and substance of claim files before requesting
additional information in order to avoid requests for information that is already
available. “ - ' I ' -

6(a)(VI). In one of the 25 instances, & police report was received which

contaihed accident. details. . The accident occurred after the member’s effective

date of coverage. which verified this was not = pre-existing condition, Even with

this information in file; the Company sent a pre-existing condition letter to the
member eight days after receiving the police report.

_ Summary_of Company Response. to_6(a)(VIID): This was 2’ claims

_examiiner error and refresher training was condueted in June 2006, to ensure the
" staff understands that pre-existing condition letters are not sent on claims that are .
clearly caused by an accident, ' ' o

6(2)(IX). In one of the 25 insté.nc;es, fhe Compény_ requested .an answer from the -
member although it had paid benefits two days prior. :

, Summery of Company Response to 6(2)IX): This was an examiner
oversight because the file was not reviewed thoroughly, Refresher training was
cogducted June 1, 2005, June 15,2005 and October 19, 2005, with the examiners
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, 'to ensure they are aware of bow to review a file thoroughly and to not generate
. unnecessary. letters. : '

.6(2)(X). ‘In one of the 25 instances, the Company requested the diagﬁosis code or

an ftemized bill when the information:-was already in the file.

~Summayy .of Company: Response to 6(a)(X): These records requests
were ummecessary because the information was gvailable in the plan records,
Under BSL’s procedures,. the file'should have been thecked before information
was tequested. Training of the claims processing staff was complsted by the end
of December 2005, to ensure.they know How to review & claims file thoroughly n
order to avoid requesting information already available. - : :

requested again. *

Summary of Company Response to ‘6(a)(X)): In error, the ,-c;l,aims

" ‘examiner put an incorect remark code on the EOB, -The information was

availéble through a claim that had ‘been received already. Under BSL’s
procedures, -the file should have been checked before the information: was

- requested. The Company directed its TPA to provide training to claims processing
staff to ensure they know how to review a claims file thoroughty in order to avoid
réquesting information already available. The training was completed in . ..

December 20_05.

6(2)XI0). In one ﬁle, the Company requested infotmation from & member stating '

that the information had not been received from the provider when, in fact, the

. information had been received by BSL 14 days prior to the request.

'S'u;mmag; of Company Réspoxise 1o 6(2)(XTN): Refresher training was.
completed in March 2006, with examiners to ensure they know how to thoroughly
review & file fo locate information that has come in as & result of requests tb

providers and members.

h 6(a)(XHI);V~In one of the 25 instances, the Compa.ny sent & second Tequest for
" emergency room records when the records had been received by.BSL nine days

pror.. ~ . - .

Summary of Company Response to 6(a)(XTIT): Refresher training was
conducted with fhe claims examiners on Ogtober 6, 2004, and again on March 8,

2006, ‘concerning the proper desk proceduires for searching the file for medical
* records before making another request. Do o

: G(a)(}iIV). Tn one. of the 25 instances, the physician prévided the requesté_d five

years of medical information.” Nine days later the Company made another request
for six months of medical information. : .

45

6(a)(_X'l)f In one of the 25 instances, an itbmi'zéd bill already in the file -w‘as"

r——— s i St s




Summary of Company Response to 6(2)(XIV):; Refresher training was
conducted with the claims examiners on October 6, 2004, and again on March 8, .

2006, concerning the proper desk procsdures for searching the file for medleal
reoords before makmg another request :

_6(8)XV). In'ope of the 25 1nstanees, the Company had in the file records from the

member’s physician that named the prescription drug and the diagnosis for the
member, - -BSL requested additional information from the prov1der when the
information was in file. :

, Summarv of Companv Response 1o 6( a)(XV) BSL disagrees. .BSL’s
research did not shoW that the drug was mdwated for the dlagnoms given.

The Department’s Response to _the Companv Response to 6(a)(XV) The

 Depariment was able 1o locate information on the internet that would verify what
- the doctor had already’ prowded in the medical records which the Company had.in
its possession, ' . ,

This is an unresolved issue due o the 1aek of. response and may result in_ further
admlmstratlve action.

6(a)(X'VI) In one of the 25 instances durmg the course of an mvesflgauon, the
Company received a billing for medical services from a physician, The billihg
listed the name ‘of the physician who'referred the mémber to the treating physician.

. “The Company reguested additional information from the prov1der Who b111ed for .

servzees and not from the listed refen'mg physmlan

Summary of Compameesponse to 6(a)(XVIL The Company agrees.

' Refresher training. was condueted in late January 2006, which covered When such

mformauon should be requested from providers.

' 6(a)(XVII) In onie 1nstanee, two months after reee1pt of the requested mfonnatmn

from the member, the Company requested the information agam from the member. .

' Summary of Company Response to 6(a)(XVID): The adchtlonal request -

to the member nember should not have been made as the member had. already responded,
This was an examiner error and refresher training has been conducted to ensure the
clgims exeminer staff knows how to search the file for information received before

- making additional requests ‘The refresher training was provided and reinforced in
+ multiple sessiors on June 30, 2004, August 11, 2004, September 22, 2004, March
-23, 2005, June 1,2005 and March8 2006

: .6(a)(XVIII) In one of the 25 instances, the Company sent a letter requestmg

additional information from the member’s prov1der even though the information " -

had been Ieeelved 11 days prior.
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ynrelated.

Summary of Company Response to 6(a)(XVIID): Since the examination,
BSL has made changed its process to require examiners to check the queue of
incoming material before sending out second requests for information. BSL will .
also instruct its third party administratot to ensure that examinets are familiar with

 the contents of the file and the information available before requesting information
_from provider’s to avoid redundant requests. . - ,

. 6(a)(XIX).. In one of the 25 instances, even though the medical reéords confirmed
that -the mémber wes not diagnosed until after coverage. became effective, the
Company contimued.to conduct a rescission investigation.. '

Summary of Company Response to 6(a)( XIX): BSL addressed issue in
jts September 25 response to the re-referrel on this matter, This was an examiner
error, BSL will instruct its third party administrator to ensure that examiners ate

-familiar with the contents of the file and the information available - before -
requesting information from provider’s to avoid redundant requests: - - ‘

6(a)(XX). In one of the 25 instances; after receipt of a completed form from the
member’s provider, the Company requested & completed form 18 days later.froma
physician who was in the same medical group. The physician noted in the -
response to the Company “this is the second form T'have filled out”, :

Summary of Company:Response to 6(a)(XX): The Company rlisag'rées.' .
BSL was unaware of this provider and requested records, . The physician’s office
“was incorrect in ifs assertior that this was the second form filled out by the doctor.

The Department’s Response to the Company Response to_6()(XX): The
" Department noted that the Company .agreed with the Department- on another
" . member when during an investigation, BSL requested records from each provider
within a medical group. ‘ : .

This is-an wnresolved issue and may tesult in further administrative action,
6(b). For the Individual Family (IFP) Product, in one of-the 26 instances; the Company-
requested information it already had in the file. During a UIU investigation, the UTU Unit
requested medical information from two physicians that the Pre-Exist Unit had previously
requested during is. pre-existing investigation, = BSL considers the investigations
conducted by the two units fo be completely separate and unrelated. Information obtained -
during an investigation by either unit is not shared between the two units which can create
duplicate tequests to providers. ' - Lo

" Summary of Company Response to 6(b)M): The claims are not part of the UTU
investigation or rescission file, They are part of the preexisting condition file, which is

- The 'Departmenf’s_ Respouse to ﬂie Company Response to 6(b);
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“This is an unresolved issue and may result in further administrative action, -
7. In 17 instances, the .Company faﬂed to effectuate piompt fair and “equitable

settlements of claims in which liability had become reasonably clear.  The Department
alleges these acts are melatlon of CIC §790. 03(11)(5) : . :

7 (a) For the Short Term Health product, in 16 of the 17 mstances, the Company failed
to effectuate prompt, fair, end equitable. settlements of clalms in  which liability had-
become reasonably clear, ,

7(a)(). Tn five of the 16 instances, the Company had sufficient mformauon in the
file to alloW benefits to be paid but did not release the claims. . In the first instance,
the emeérgency room réport was received but the claim was not ‘paid. In the next
instance, the Compary had enough accident details in the file to pay but did not’
pay benefits, In the third instance, medical records were in the file, but benefits
were not released. In the fourth instance, a charge was denied that was payable, In
the fmal instance, one claim was not released for benefit paynient gt the time other" '
' clalms were paid. | o .

‘ Summarv 01" Companv Response to 7(a)D): The Company agrees and
. benefits in' the amount of $4,749. 47 have been paid, Whlch included $362.06
towards thc calendar year deductible. :

47(a)(11) In two of the 16 instances; ‘at the conclusion of 8 pre-cmstmg condl’uon_
investigation, not all claims Were released for payment. In the first instance, at the - -
conclusion of the pre-existing investigation, benefits were released but one claim

. was not released for payment. In the other instance, after concluding a pre~ex1stmg .
condltlon mvesttgaﬁon, benefits were not released for payment. ' C

Summarv of Companv Respense to 7(a)(m In both mstances the
Company agrees ‘and benefits in the amount of $814.31 have been paid, which
included $250.00 toward the calendar year deductible. Additionally, the Company T |
conducted and completed & survey for the period of 2004-2006. An additional ' |
$39,801.95 (87,095.34 of which was applied towards the deducuble) was paid to
claimants as a result of the survey : .

Ta)TD)., In two of the 16 mstances the Company initiated a pre-existing
condition investigation for a d1agnos1s that is listed as a condition for which the
Company would not conduct an 1nvest1ga‘aon

: | . Summary of Company Response to 7(a)(ID): The Company agrees and
reprocessed the claims epplying & combined total of $252.65 towards the
members' calendar year deducnbles

7(a)(AV). In one of the 16 instances, claims were demed ongmally and upon
appeal by referenclng a pohcy limitation regarding acc1dental mJury and a
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membef’s blood alcohol 1e_;rel. The poliéy limitation BSL nsed to deny the charges,
did not apply to the claims submitted. o .

‘Summary of Company Response to 7(a)AV): The Company agreés that
the original denial and the appeal denial were in ewor, The claims. were
réprocessed and the member’s $2,000.00-deductible was satisfied and a beneft in

the amount of $1,524.75 was paid, Additionally, the Company conducted and -

completed a suryey-for the period of 2005-2006. An additional $460.64 was paid
as & result of the survey. ‘ o

7(8)(V). .In one of the 16 insances, & claim was denied and the pro_vider Waé
advised that the procedure code billed was not-appropriate for the diagnosis, The

.provider appealed and the appeal was denied and the Company requested |
additional information not previousty requested in its first denial. The Company .

“allowed the benefits after the matter was brought to its attention'as a result of this

examination. ‘ ' h ’ ‘

| Summary of Company Response to_7(@)(V): After teview of the

. Department’s inquiry, the Company contacted the provider and a benefit payment
of $3,603.00 was made. ' o . .

7@V, In one of the 16 instances, the file did not contain documentation to
-support the denial of claims. ' ' ' '

. . Summiary of Company Response to 71521. VI): The.Compaﬂy agrees and
has adjusted for benefits; An additional $2,115.87 has beqn paid. e

", 7(a)(VII). Tn one of the 16 _inst'anceé, a claim for a member was denied as routine
* . when it wés not. ' :

-Sumggﬁr of Company Response to 7(a)(VID): BSL agrécs and a benefit

- payment of $24.97 has been made.

(@)(VID. In one of the 16 iﬁstai;xges,'é charge was 'glenicd'as routine when the

cogresponding office visit was payable.

: S,umn'lé_x_'z of Cb‘mp_any 'Resgo'nse to 7(2)(VII): BSL agrees that the
charge was payable and a benefits payment of $2.84 has been made,

period was applied to a member’s claims which résulted in claims denials.

7(2)(IX). In one of the 16 instances, an incorrect pfe—e;dsﬁng"condition.time , .

:Summary of Company Resp_dnse to 7('a)v (IX): ~ The Company .agrees
- and reprocessed claims applying $107.91 towards the member calendar year -

deductible,
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7 (a)(X) In one of the 16 mstances, the correspondmg X—Rays for a hospital visit -
" werenotpaid. _ _ _

Summarv of Company Response to ulf a)(X) The Company agrees and a
beneﬁ’c payment of $18 72 has been made Lo

/ 7 (b). - For the Individisal Famlly (IFP) Product in ene of the 17 mstances the Company

" failed to effectuate prompt, fair and equitable settlements of claitns in which liability had

' beoome reasonably clear, The Company paid the wrong provider.,, When the Company
reprocessed the claim topay beneﬁts to the correct, prowder, mterest was due,

X Summarv of Companv Response to Sectmn 7(b), . The Company agrees and an -
. inferest payment in the amount.of $1,726.71 has been paid. Addmonally, on July 21,
2006, a process was nnplemented to make changes to the UIU process in-order to fmahze
outstanding claims received prior to and during a rescission investigation, On a monthly .
basis, UIU now sends a report to the Claims Department notifying it of completed UTU
- investigations so that the Clalms Départment can ﬁnahze ény claims assoclated with the
g T.HUmvestlgatlon .

Addltlonally, the Compa.ny conducted a closed claims survey of claims on thls issue for' o

the period of 2004-2006. Claims were adjusted to pay beneﬁts totaling $827 259.44 plus
$118 879.90 in interest, . ‘ . '

8, . Iu 13 instances, the Company falled to provide to the claimant an_explanation of
' beneﬁts including the name of the provider or gervices covered, dates of service, and a clear
. explanation of the computation. of benefits, 'Ihe Department alleges these acts are in violation

of CCR §2695 11(b). o N
- 8(a). Inll of the 13 instances, the v101a’uons occurred in the Short Term Hedlth Produot.

8(a)(I) In 5ix of the 11 instances, the member EOB provrded did not- oontam the
amount paid to the prov1der

_ Summa of Company Response to 8(a)(T): Two issues resulted in blank
ﬁelds on reprinted EOBs. These problems were correoted eﬂec’uve April 15,72006.

; (a)(II) In four of the 11 ms’canoes the portxon of the BOB. whlch eontamed the
oomputatlon of benefits was blank.

Summary of Company Response to 8(a)(II) BSL revised its EOB to‘
contain the required information.

. 8(a)(III) In one mstance a remark cods on an EOB did not provrde an acourate -
explanation for the current status of the clalm
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, Suinmarv of Company Respoxse to 8(a)(IID:4 This was an exéminer .
~error. The remark code used should not have-been used. Refresher training on the
~remark cpde was conducted with the-claims examiners in Juhe, 2006. ’

-8, I Mp of the 13 instances, the violations occurred in thie IFP Pro_dﬁc’;. The EOB to
. he member did not provide the amount paid in the computation of benefits but the EOB to

the provider did. CCR §2695/11(b) requires & clear explanation and computation of

- ‘benefits, Not providing the member with the amount paid is a violation. - '

. . . K} .
.Suwmmary of Company Response to 8(b): The Company could not disclose the -

. : ’fo’_cal amount it paid because this would digclose a confidential contraciual term with that
 provider and it would be in breach of its agreement, BSL revised its processes in 2005

. claim,

.and a subsequent revision to the EOB now in¢ludes this addiﬁonal information,

In fiire. instances, the Company failed to provide the written basis for the denial of the
The Department alleges these acts are in violation of CCR §2695.7(b)(1).

9(a). 'Eour of the five instaﬁcgs were m the Short Term‘Health product. In thé' first -

instance; the Company used the invoice date from the bill received, not the service date
and inaccurately denied the olaim as coverage terminated. - - B

" In the second instance, two EOBS for the same member stated, “Your i)olicy does-not;
" sover services for this condition” but did not state the factual and legal basis for the denial,

‘including reference to specific policy language.

In the third instance, in its denial of appeal lett'er,;théi-Company cited an exclusion for pre-

existing conditions that no longer existed in the policy.

Inthe .foui'th' instance, 'the.denial did not reference the specific policy exclusion.

Summary_of Company Response fo 9(a): In the first instance, the Company

- ggrees, The billing did not contain & date of service for the two charges in question,

however, it did contain an invoice date and that was the date that was used.

" In the.sec'on,éi- instance of the EOBs not prbviding the speciﬁc- teason for the denial, the

Company agrees. BSL used standardized remark codes in its denial letters. The Company
gudited ‘in January 2006, its standardized EOB remark codes and revised them as
necessary to-provide for the specific polivy provisions that are the basis of & denial, ~The
necessary corfective actions to the remark codes were implemented by the end of June

- 2006,

Tn fhe fhird instance, the Company disagrees, The only change in the definition was the .

. substitution of “health. care practitioner” for “health practitioner,” and the capitalization of

certain defined terms, No wording was eliminated from the policy definition. and the .
correct definition was ysed. The definitions of pre-existing condition are not conflicting,




Regarding the fourth instance, as mentioned ab'ove, 'by'-.the, end of Janilary 2006,- BSL

audited its standardized EOB remark codes and revised them as necessary to provide for

. the specific policy provisions that were the basis of a denial. The necessary. corrective -

~ actions to the remark codes were implemented by the end of June 2006. Additionally,
programming to modify the BOB to include the appropriate language was completed by
the end of Angust 2006. ' : .

The Department’s Resp onsé 10 the Company Response to 9( a):

This is an unresolved issue and may result in further administrative action.

_- 9(b). In one instance in the IFP Product, three BOB ‘denials for one 'insuisd included this

language: “This service is not a benefit of the subscriber’s health plan” and “This seyviee .
. is specifically excluded from coverage under the subscriber’s Blue Shield Plan”, This -

language did not reference the specific policy exclusion.

, ‘Silmm:;ry of Company Re_sp‘onse to 9(b): “The Company did not provide -a
- Tespomse. S S o '

" The Deparhnenf’s'Re.sp onse to the Company Response to 9(b);

This is an unresolved issde due to lack of response and may result in further administrative

action.

10, " In four instances; the cOmnéﬁv failed to affirim or-deny coverage of claims within g )

" . reasonable time after proof of loss reguirements had been completed and submitted by the
insured. For the IFP Product in four instances, onoe’ the decision was made to rescind coverage,
. claims were not processed o show thiat coverage was rescinded. - The Department alleges these

acts are in violation of CIC §790.03(h)(4):

' Summary of Compsny Response to 10: The Company agrees. Newprocedures were -

implemiented by July 21, 2006. On & monthly basis, UIU now sends a repott to the Claims
. Department notifying them of réscissions, so that the Claims Department can finalize any claims
. associated with those rescissions, - L ,

11, In-three instances, the Company failed to corduct and dﬂigeﬁ'ﬂv puréue a th.oi'oughj o

fair and objéctive investigation of a claim. [This CCR §2695.7(d) wording became effective

for claims handling conducted after thé October 2004 CCR revisions.] The Department alleges’

these acts are in violation of CCR §2695.7(d). -

n one instahce, J0i18) reéuéstéd-mediéal information from a provider. Records were not received -

and UIU did not follow up for 38 days. The Company provided the Department with a document- -
that stated, “UTU cases must be worked very quickly to avoid unnecessary delays and 1o mest -

" legislative time-frames for claiis reimbursement.” A delay of over 30 days for medical records
necessary in the Company rescission investigation is unreasonable and does not reflect that the
Company “wotked quickly” or diligently pursued the “information requested.to resolve. its
investigation timely. Additionally, the Company responded to this issue, “Follow-up phone calls
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and fax requests were made to the providers. Phons calls are made about every 2 weeks or sooner
if possible, to follow-up on fax requests for medical records, As previously explained, such
phone calls are-not documented as a business practice; however, medical records were recefved
. within & reasonable period of time.”. The documentation in the file does not reflect that the
Company diligently pursued this investigation, ' ' : —

. In ’the second instance, medical records were Tot requesfed until: 45 days_after receipt of the
Medical Management referral. : S S

In the third inSteince,, UIU r@Questéd medical informaﬁon from a provider but did not follow up for
an additional 35 days, BSL did n6t follow its own practice to follow up quickly when requesting
records from a provider. o ' : L o O

_ Summary of Compaxy Response to 11: BSL disagrees. Tn the first instance, BSL was
not in violation of the regulatory requirement, Providers who did not respond to the. initial request
received a second request within 38 days, which indicated mo unreasonable delay- and
demonstrated the Company’s diligent efforts 1o pursue ‘required information to. perform a
thorough, fair and objective investigation. . - S

. In the second ingtance, the UIU received a medical Management referral on February 76, 2005 .
and requested a copy of the eriginal application. The application was received and led the UTU to
decide to. pursue an investigation on March 23, 2005. Medical records were requested from the
two proyiders that same day, March 23, 2605. - The UIU received the requested records on April
26, 2005 and April 29, 2005, . . ' ‘ . a

In the third. fnstance, the .reccérds were teceived 35 days é.fter BSL’s initial request, BSL w111
 coriduct refresher training to reinforce the need to conduct inyesﬁgaﬁons diligently. ’

' The; D'epax‘tment_’s Response 1o fhe Company Réqunse to 11:

These are unresolved issues that may require further administrative action. ‘

12, In one instance, the Company failed to acknowledge and act reasonably promptly
" upon communications with respect to claims arising under insurance policies. “For the Short
Term Health Product, BSL did not respond to a provider appeal received on March 28, 2005, until
the Department reviewed the file on May 11, 2006. The Department ‘alleges  this act is in
violation of CIC §790.03(b)(2). N - o '

: Summary. of Company Response to 12: The provider dispute vesolution request came in.
with.a claim and due to.an versight, was missed by the claims staff, It was not recognized as a
provider appeal. Refresher training was conducted at the end of May 2006, with claims staff to
ensure they understand what a provider appeal looks like. and the proper handling procedures.

© 13, - In one instance, the Company attempted to settle a claim by making a setflement

offer that was unreasonably low, For the Short Term Health Product, the Company determined
- that a physician should not have billed separately for a procedure that was included in another -
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procedure also bﬂled by the -physician. The Company denied the chaxge without supportmg :
doeumentatlon The Department glleges this act is in vmlatmn of CCR. §2695.7 (g) '

Summarv of Company Response to 13 'I'he Company has changed its policy ; and pald
an addmonal $9.83 beneﬁt . ,

14. - .In one mstance, the Companv failed to rexmburse the msured or medlcal service |
provider for reasonable - .expenses .incurred in_copying medical records .requested by the
insurer, For the Short-Term Health Product, the Company notified the member that charges
incyrred for copying medical records were not a covered benefit. The Department alleges this act
is m v1olatlon of CCR. §2695 ll(g) : .

Summary of Company Response to 14 The Company agrées and has paid the fee of
" $36,99, - Additionally, the Company conducted a survey of claims paid for the period from -
February 1,2003 to April 26, 2006 and as a result pa1d an additional $974, 65, '

15.  In one instance the Company falled to mamtam a copy of the. certification requlred'
by §2695.6{b)(1), (2) or (3) at the principal place of business. For the period of September 1,
2004 through Angust 31, 2005, BSL was unable to produce a copy of the required cernﬁcatlon

" The Department alleges this act is a violation of CCR §2695 6(b)(4)

Summary of Companv response to Sectlon 157 BSL was not able to produce the Ennty
Licensee Certification for this time period, however the training occurred.. Beginning in 2006, the
' reqmred cemﬁcanon is now completed annually pnor to September 1s

ACCIDENT AND DIﬁ@EITY
- Targeted Review oo

16.° In nme mstances, the Cornpanv faﬂed 10 adopt and 1mplement reasonable
standards for the prompt investigation and processing of claims arising under its -
insurance policies. 'I‘heDeparlment alleges these acts ate mvmlatlon of CIC §790 OB(h)(B) S

' 16(a) In three mstances the ﬁles do not reflect that BSL eonducted 8 tlmely UIU
ves’uganon .

~ In two of the three mstances, the members sublmtted an application to transfer to
. another plan, The requests were denied. In.each instance, the member’s submission
of & request for a transfer in plans prompted the UIU investigation, The Uru
investigations did not commence timely, One mvesngatlon started over two months

and the other over a month and & half after the request for a plan. transfer was denied.

- During the delay, BSL allowed claims to be processed whmh misled the member into
‘believing there was no coverage problem .

" Inthe third mstanee there was & period of almost two months in which there was 10
aptivity in the rescission investigation, It is noted that in previous files reviewed, the.
U would send a follow up fax to the provider wfuhm two Weeks or less if records
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were niot recefved, In this instance, there was no follow up fax or any other indication

 that BSL had contacted the provider to obtain the medical records or that BSL had :

contacted its copy service to obtain the providers fecords when BSL did not receive a

. response to its requests. . .

"+ . Summary of Company response to 16(); In the first.two instances, BSL

disagrees, ‘A review of 5 transfer application is.not related in any way to the
" Company’s claims procedures and processing of claims. . E

" In the instance of a request for medical records, the UIU’s business practics is to call”

providets every two weeks. These calls were not documented in this instance. The -

UIU may send follow-up fax requests. ‘Fax requests are not used in every.case, but if

" there was a fax request for a particular file, a copy of the fax request would be in the-

file, provided to fhe Department. If the provider fails fo respond to BSL requests,

~ BSL will refer the request to its copy service.

BSL will conduct: refresher training to. reinforce the importance of documenting
information requests and other communications and follow ups.in the file. '

The Department’s- Response to the Comnan'\f Resﬁqnse t0 16( a)_:

These are untésolved issues and may result in further administrative action.

~ 16(b), In five instances, claims were recéivé_d with 2 diagnosis which, according to
* . BSL guidelines, would prompt a pre-existing condition investigation, -In all five

instances, a pre-existing invest@‘gation was not done.

- Summary of .Con.maﬂv response 16(b): ~ No pre-existing cdn_ditioh
investigafion was conducted. Claims should have pended for a pre-existing condition
investigation, and it appears that a system programming error- gt the time was

. responsible for the claims not stopping:* The error has since been eliminated through -
Arepro'gramming, . ' o ' '

. 16(c), .In one instﬁnce, BSL initiated & pre-gxisting condition investigation but did

not.provide documentation of the reason it began or ended the investigation.” Two
letters were sent to providers by the pre-existing unit.. One provider responded and

. noted that the member was referred by another physician, At that time, BSL did not
* gontinue the pre-existing investigation by requesting medical information fromi the -
. referring physician listed. Also, BSL tad no record that a response was received

from the second provider to whom the initial letter was sent, .- * -

: S‘ummam of Cg')mp, any response to 16(c); .iBSL,a;grcps that records were not
requested from the physician listed as'the referring doctor and that there is no record

' that BSL received a response from & physician from whom. it had requested medical

information, BSL states that the complete file was provided to the Department. '

55




The Department’s Resbdnse to the Company Response to 16(c): BSL .has not
Verified to the Department that it conducted and completed a pre-existing
- investigation for this member, BSL provided nio docymentation as to why it initiated
 a pre-existing condition investigation and then failed to complete the pre-existing
investigation it initiated, ' .

This is an unresolved issue and migy result in further administrative action.

" 17.  Tn two instances, the Company failed to represent correctly to_claimants,
" pertinent facts or insurance ' policy provisions relating to a coverage at jssue. In one
instance, when UIU determined that it would pursue an investigation, it made the decision
not to place & hold on claims during its investigation, A hold means that claims/benefits are
. not released for payment until the UITU investigation is completed. Due to this decision," -
claims were paid during the ‘UIU investigation. Allowing benefit payments during an
. investigation is misleading to the member and the provider as it appears that BSL does not:
have an issue with coverage even though it is investigating goverage. . ‘

In arothér instance, BSL conducted & pre-existing condition investigation and a UIU
investigation at the same time. The pre-existing unit and the UIU do not work together at the
time of investigations. When the units completed their separate investigations, the pre-
existing unit sent its denial letter and the next day the UIU sent a rescission letter. Sending a
_ pre-existing dental and then & rescigsion denial is misleading to the member. First, the

member is- told they have' coverage except for & specific condition'during a certain time-
frame. Within days, the member is then informed that they no longer have health insurance.
When BSL simultaneously-conducts pre-existing condition and rescjssion investigations, & -

. determination- letter should not be sent to & member umtil BSL has concluded its UIU .

investigation, If UTU has determined that coverage is rescindable, the rescission letter should
. also include the outcome. of the pre-existing condition irivestigation if it determined that
 conditions were pre-existing. If UIU determined that coverage was not rescindable, but the
pre-exist unit determined that a condition was pre-existing, the pre-exist unit should send the -
pre-exist denial letter, Due to the two units conducting separate eligibility investigations and
sending , separate lefters, the pre-existing denial letter sent first to the member was
+ ‘misleading, The Department alleges these acts are in"violation of CIC §790.03(h)(1).”

~ Summary of Company response to 17: In the first instance, there is no requitement
fhat & hold be placed on olaims not to release/pay during a UIU investigation.. The UIU
underwriter has the authority and discretion to meke the determination whether to place a
claims hold based on the unique situation under investigatior. . g

In the second.instance; there was no misrepresenting facts or insurance -policy provisions
relating to coverage at issne, Both notices were in fact accurate, and although close in time,
the rescission letter was sent after the pre-existing condition denial létter, . The UIU narrative
was postéd the same day the pre-existing condition letter was sent regarding the claim under

-1eview. Neither process.could have been halted or delayed without compromising that
process. The UIU will review claims history or worksheets in the future to verify whether .-
‘there-is an ongoing pre-existing condition investigation at the time UIU is sending out its
notice, - : : o
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' §2695.3(2).

The Department’s Response to the Comnanv Response to 17 !

In the flrst instance; allowmg clalms to pay during a UIU mveshgatlon is m1sleadmg to the

provider and member regardmg the status of the member’s insurance.

In. the second" instance, BSL does not address what ULV will do once it venﬁes if there is an
_ongomg pre-ex1st1ng oondltlon 1nvest1ga‘uon dunng the time UIU is sending out its notice.

These are unresolved issues and may result in further admnustratlve action.

18. " Tn one mstance, the Companv faﬂed 10 respond 0.2 Departuient. of Insurance

‘inquiry within 21 -calendar days., In one instance, the file failed to contain a copy of the

member’s previous clalms higtory with BSL The Deparhneni alleges these acts are in vmla‘uon
of CCR §2695 5(a).

, Summary of Company response to 18: BSL provided a eomplete response to the
Department with the information known at that time. The checklist to the file has a
handwritten note-on page 2 that purged claims history was provided to- the Department. -
Given the. note it was believed that all purged data was provided in the file, As the

: Department is -aware, BSL was only allowed a short period of time to gather these files

together “for this audit, and had to pull data from seve1a1 sources,

The Department’s Response to the Companz Resv_)onse -to 18:- When the Deparhnent

‘notified BSL that the file did not conifain the m1ssmg data, BSL had an obligation to check its -

file for the missing information. Af that time, BSL only reviewed its check list and did not ’
recheck its file for the missing data and responded fo the Department that the missing da'ta
was in the file, whlch caused forther delays.

This is an unresolved issue g and may result in further administrative aetio'n’. i

LIFE
- Initial Revzew

19... Im15 mstances, the Companv failed to maintain all documents, notes and Work
papers in the claim ﬁle The Department alleges these aets are in violation of CCR

19(a). Thirteen of the 15 instances were in the Ind1v1dua1 Life Product; In five of the 13
mstanees, the file was not documented when notwe of clalm was ﬁrst recewed :

. Y three of the 13 1nstances, a eopy of the apphcatmn could not be located

In three of the 13 instances, the files were not documen’ge_d that forms were sent. .
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In one’of the 13 instances, there was no documentation in BSL’s file: of & telephone
conversation referenced in an agent’s letter, -

.  Summary. of Company Response to 19(a)¢ Ii'all of the 13 instances, the
" Compeny agrees. Effective April 15, 2006, the date fhat notice of claim was recsived will
be documented in the file, Refresher training was completed in April 2006, with the Life
+ .claims examiners to ensure they understand the requirements for thoroughly documenting
the file with the date that BSL is contacted and with responses relating to the claim. In
" two of the instances; BSL was unable to obtain copies of the ‘applications. from Blue
Shield of California (BSC), which was the keeper of the applications when life coverage
‘was sold with'the Blue Shield of California medical insurance. As of June 1, 2006, BSL.
has worked out & process with. BSC to secure copies of applications as needed. Effective
April 15, 2006, BSL changed its policy and began to document the date that a clairh form
was sent. S :

'1.9(b). Two of the 15 instances were in the Group Life' Product, In one instance,
correspondence from & provider referenced a telephone conversation with BSL that was .-
not documented in the file, In the second instance; & report contained an asterisk but did-

. not provide its meaning. ‘
Sur’nmarv.of Company Response to 19(5): In the first 'i’ristancé, BSL agfees. In

Apiil 2006, & refresher training discussion was held with the life claims ‘examiner - -

reinforcing the need to docuxdent any and all conversations regarding a claim.

Tn the second instance, BSL concurs that the éxplanation for the asterisk shoyld have been
documented.in the file to clear ip any possible confusion. On May 15, 2006, refresher -
training was conducted with the life claims examiners to shsure they understand the need
1o document this type of information in the file. ' S v .

20.  In four instances, theé Company failed to represent correctly to claimants, pertinent
facts or insurance policy provisions relating to a coverage at issue, In four instances, the
" Company notified individuals who claimed the life insurance benefit that the member had not
. assigned a beneficiary; therefore, a Life Insurance Preference Beneficiary form was required, -The
Company did not know if the member had or had not assigned & beneficiary because BSL could
not locate a copy of the application. The staterment made in the letters to the individuals who
potified the Company of the member’s death was false and misleading. The Department alleges
these acts are in violation of CIC §790:03(h)(1). - ' T

- Summary of Company Response to 20; The Company agrees that the statement made
in the Jetter to the beneficiaries was not true. Because BSL was unable to locate a copy.of the
applicatioris it cotlld not be sure whether an assignment was included or not. This was a life claims
examirier error and g refresher training session wes conducted by the end of - April 2006 to
reinforce the need of acouracy in letters sent to beneficiaries. ' : '
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- 21,  Tifour instances, the Company failed to adopt and implement reasonable standards
for the prompt investigation and processing of claims arising under its insurance policies,
The T Department alleges these acts are in v101at10n of CIC §790.03()(3). :

Zl(a) In three mstanees, the Company required . beneficiaries to obtain a notarized
statement when BSL could not locate the form upon which the member had designated 8

beneficiary. - The Coinpany’s inability to locate the document created an unnecessary out-
of-pocket expense for the beneficiary and & delay in bringing the claim to settlement.

Summary of Company Response to 21( a): “BSL agrees that the out-of-poeket
cost ‘incurred for obtammg a notarized beneficiary affidavit should not be the
beneficiaries’, The practice In the past has been to have the beneficiary pay for the notary
services,” This is no longer a practice of the Company. BSL conducted a survey for
notary pubho charges for the period of January 1, 2006 to June 15, 2006. There was only
one policy in which thé beneficiary was instructed to obtain & ‘notarized statement. The .
beneficiary adv1sed that there was no charge 1ncuned for obtaunng the notarized affidavit.

21(b) Company follow-up procedures were not followed There was 8 gap in file
activity from December 16, 2003 1o Ju1y4 2004

‘ ‘Summary of Companv Response to Zl(b) BSL agrees that follow-up did not
occur in‘this'case. There was a follow up system in place and it was not followed. At the
end .of April 2006, & refresher training session was held with the life cla:ms exammers to
ensure they understand the follow-up protocols '

22. In two mstances. the Company failed to acknowledge notice of claim thhm 15
alendar days. The Department alleges these acts are in vmlatwn of CCR §2695.5 (e)(l)

Summarv of . Company Response to 22: In the ﬁrst mstance BSL agrees that the .
acknowledgement letter was sent afier the 15~ day reqmrement This was a life claims examiner

o error and over51ght " A refresher training session was held in- April 2006, with the life claims

exammers 1o rev1ew the requ:rements for sendlng out a claims acknowledgement within 15 days. :

In the'second instance, the Company d1sagrees According o its records, a letter was sent to the
beneficiary on February 11, " . The first notics was received on February 3r BSL contends that an -
: 'aclmowledgement was sent within the 15-day requlrement .

The Department’s Response to the Companv Response to 22:. Regardmg the second instanoe,
.- the file documented that the broker contacted BSL on Jamuary 3™ with notice of death, At that
time BSL discovered an eligibility issue. The eligibility issue ‘was. resolved ‘a month later on
February 3rd, when BSL. realized its system dropped the ‘member’s life insurance in error. The
aeknowledgement letter was due 15 days afterJ anuary 3rd, not Februa‘ry 3' :

This is an maresolved igsue and may result in furthet adm1mstrat1ve acnon.
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23, . In two mstances, the Companv failed to dxsclose all benefits, coverage, time limits or

other provisiens of the i insurance pohcv The Depaﬂment alleges thesc acts are in violation of

CCR §2695 4(a).

- Summarv of Company Response to 23: BSL’s procedure had been to default to the
.. Jump sum settlement if the beneficiary did not identify an option for settlement. The majority of .

the time this was-what the beneficiary wanted. Begimnng April 2006, 88 an interim solution; BSL

* changed its process so it clarifies with the beneficiary what they want their setflement option to be, . .

BSL now makes contact with the beneficiary to' identify the option and doguments the file

_accordingly. For along term solution, as of the end of June 2006, BSL made & revision to its death
claim form to include & settlement optien box for the -beneficiary o select an option, BSL included -
on the claim form that the, default will be the lump sum scttlcment if a specific op’uon ismot .

' identified,
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STATE OF CALIFORNIA Steve Poizner, Insurance Commissioner

DEPARTMENT OF INSURANCE
Consumer Services and Market Conduct Branch

Field Claims Bureau, 11t# Floor

300 South Spring Street

Los Angeles, CA 90013

September 7, 2007

The Honorable Steve Poizner
Insurance Commissioner

State of California

45 Fremont Street

San Francisco, California 94105

Honorable Commissioner:

Pursuant to instructions, and under the authority granted under Part 2, Chapter 1, Article
" 4, Sections 730, 733, 736, and Article 6.5, Section 790.04 of the California Insurance Code;
and -Title 10, Chapter 5, Subchapter 7.5, Section 2695.3(a) of the California.Code of
Regulations, an examination was made of the claims practices and procedures in California of:
Blue Shield of California Life & Health Insurance Company
NAIC # 61557
Careamerica Life Insurance Company
NAIC # 71331
Group NAIC #2798

Hereinafter referred to as BSL, CLI, the Company or, collectively as the Companies.

This report is to be maintained as a confidential document ‘pursuant to California

Insuranee Code sectipn 735.5.



SCOPE OF THE EXAMINATION

The report documents the results of two separate file review processes. The initial

routine examination covered the claims handling practices of the aforementioned Companies
during the period June 1, 2004, through May 31, 2005. A targeted review of BSL’s

Rescission and Cancelled files was also examined for the window period of June 1, 2004,

through May 31, 2005. The combined examination was made to discover, in general, if

these and other operating procedures of the Companies conform with the contractual
obligations in the policy forms, to provisions of the California Insurance Code (CIC), the
California Code of Regulations (CCR) and case law. This report contains only alleged
violations of laws other than Section 790.03 and Title 10; California Code of Regulations,
Section 2695 et al. A report of violations of Section 790.03 and Title 10, California Code of
Regulations, Section 2695 et al. will be made available for public inspection and published on
the Department’s web site pursuant to Section 12938 of the California Insurance Code.
To accomplish the foregoing, the examination included:
1. A review of the guidelines, procedures, training plans and forms adopted by the
Companies for use in California including any documentation maintained by the

Companies in support of positions or interpretations -of fair claims settlement
practices.

2. A review of the application of such guidelines, procedures, and forms, by means of
an examination of claims files and related records. :

3. A review of consumer complaints received by the California Department -of
Insurance (CDI). The Companies were the subject of 145 consumer complaints in
2004 and 2005. The review of complaints showed a trend with respect to claims not
released timely when information was in file.

The examination was conducted primarily at the offices of the Companies in San
Francisco, California. This included the work product of BSL’s Third Party Administrator

(TPA), Comprehensive Benefits and Claims Administrators.

The report is written in a “report by exception” format. The report does not present a
comprehensive overview of the subject insurer’s practices. The report contains only a

summary of pertinent information about the lines of business examined and details of the

“non-compliant or problematic activities or results that were discovered during the course of

the examination a]ong with the insurer’s proposals for correcting the deficiencies. When a
violation is discovered that results in an underpayment to the claimant, the insurer corrects

the underpayment and the additional amount paid is identified as a recovery in this report.



All unacceptable or non-compliant activities may not have been discovered. Failure to
identify, comment on or criticize activities does not constitute acceptance of such activities.
Any alleged violations identified in this report and any criticisms of practices have

not undergone a formal administrative or judicial process.



CLAIM SAMPLE REVIEWED AND OVERVIEW OF FINDINGS

The examiners initially reviewed files drawn from the category of Closed Claims for the

period June 1, 2004, through May 31, 2005, commonly referred to as the “review period”. - The

examiners reviewed 286 BSL claim files and 10 CLI claim files. The examiners cited 29 claim

‘handling violations of the California Insurance Code within the scope of this report. In addition,

the targeted review involved the remaining 40 rescinded and 4 cancelled BSL policies for the

period of June 1, 2004, through May 31, 2005. As a result of the targeted BSL review, the

examiners cited 27 violations of the California Insurance Code. Further details with respect to

the files reviewed and alleged violations are provided in the following tables and summaries.

Blue Shield of California Life & Health Insurance Company

Initial Review
LINE OF BUSINESS / CATEGORY CLAIMS FOR REVIEWED CITATIONS
REVIEW PERIOD

Accident and Disability (AD) /
Individual-Short Term Health (STH)- - 19,546 68 9
General Population of Claims

" AD / Individual-STH-Rescissions 185 10 1
AD/ Individual-STH-Member Appeals 129 10 0
AD / Individual-STH-Provider Appeals 466 10 5
AD / Individual-STH-Denied 40,170 10 0’
AD /Individual-STH-Pre-existing Coﬁdition 7,769 10' 0
e " :
AD / IFP-Rescissions 39 9 7
AD/IFP-Canceliations 5 1 1
AD/ IFP-Provider-Member Appeals 320 20 0
AD/ IFP-Denied 24,150 - 10 0
AD/ IFP-General 2
gzl/xp Preferred Provider Organization (PPO ) 35,865 34 0
AD/ Group PPO-Provider Member-Appeals 53 20 0




Blue Shield of California Life & Health Insurance Company

Initial Review
CLAIMS FOR . .
LINE OF BUSINESS / CATEGORY REVIEWED CITATIONS
REVIEW
PERIOD
AD/ Group PPO Denied 14,212 10 1
AD/ Vision 86,740 10 - 0
Life / Individual 19 13 3
Life / Group 359 7 0
312,056 286 29
TOTALS ‘
CareAmerica Life Insurance Company
CLAIMS FOR
- LINE OF BUSINESS / CATEGORY REVIEWED CITATIONS
REVIEW
PERIOD
AD / Medicare Supplement 361 10 0
TOTALS 361 10 0
Blue Shield of California Life & Health Insurance Company
Targeted Review
CLAIMS FOR -
LINE OF BUSINESS / CATEGORY REVIEWED CITATIONS
.REVIEW
PERIOD
AD / IFP-Rescissions 39 30 22
AD / IFP-Cancellations 5 4 1
AD/ IFP-General 4
TOTALS 44 34 27




TABLE OF TOTAL CITATIONS

Initial Review
Citation Description BSL CLI1

The Company failed to. pay interest on an uncontested ‘

CIC §10123.13(b) claim after 30 working days. 7 0
The Company failed to pay interest on a contested claim '

CIC §10123.13(c) after 30 working days. 3 0

CIC §10169() Thg Company falleq to alese insureds of their right to 5 0
an independent medical review.
The Company failed to notify the claimant in writing

CIC §10123.13(a) within 30 working days of receipt of the claim that the 4 0
claim was contested or denied.

CIC §481 The Company failed to return premium. 3 0
The Company failed to complete medical underwriting
and resolve all reasonable questions arising from written

CIC §10384 information submitted on or with an application before 3 0
issuing the policy or certificate.

CIC §10113 The Company’failed to issue; deliver or endorse the 1 0
entire contract '
Due to the Company’s failure to attach a copy of the
application and/or failure to endorse on the policy at the

CIC §10381.5. time of issue, the insured shall not be bound by any I 0
statements made in an application for a policy.

29 0

Total Citations




TABLE OF TOTAL CITATIONS

Targeted Review

Citation ' Description BSL

The Company engaged in an unfair or deceptive act or practice in the 17

CIC §790.02 business of insurance.

The Company failed to complete medical underwriting and resolve all
CIC §10384 ‘reasonable questions arising from written information submitted on or 7
with an application before issuing the policy or certificate.

The Company failed to provide the examiners timely, convenient, and
free access at all reasonable hours at its offices to all books, records, 3
accounts, papers, documents, and any ‘or all computer or other
recording relating to the property, assets, business, and affairs of the
| company being examined. ,

CIC §734

Total Citations 27

RESULTS OF PREVIOUS EXAMINATIONS

The most recent prior claims examination included a review period between September 1,
2001, and August 31, 2002. Significant noncompliance issues identified both in that
examination report and this examination report were failure to pay interest on an uncontested
claim after 30 working days [pé.ge 10, #1(a)] and failure to reimburse claims as soon as practical
[page 12, #4].

|




TABLE OF CITATIONS BY LINE OF BUSINESS

Initial Review

NUMBER OF
ACCIDENT AND DISABILITY CITATIONS
CIC §10123.13(b) 7
CIC §10123.13(c) 5
CIC §10169() 5.
CIC §]0123.13(a) 4
CIC §10384 3
CIC §10113 ]
CIC §10381.5 1
SUBTOTAL 26
AMOUNT OF EXAMINATION RECOVERIES $14,416.65
AMOUNT OF SURVEY RECOVERIES $1,912.28
NUMBER OF
LIFE CITATIONS
CIC §481 3
~ SUBTOTAL 3
" AMOUNT OF EXAMINATION RECOVERIES $164.60
AMOUNT OF SURVEY RECOVERIES‘ $15,104.24
TOTAL CITATIONS 2

Initial Review




TABLE OF CITATIONS BY LINE OF BUSINESS
Targeted Review

- N
ACCIDENT AND DISABILITY C‘{%’fﬁ%ﬁg
CIC §790.02 » 17
CIC §10384 7
CIC §734 | 3
SUBTOTAL 27
AMOUNT OF EXAMINATION RECOVERIES | . 0
AMOUNT OF SURVEY RECOVERIES .0
TOTAL CITATIONS -
Targeted Review




SUMMARY OF EXAMINATION RESULTS

The following is a brief summary of the criticisms that were developed during the course of this
examination related to the violations alleged in this report. In response to each criticism, the
Company is required to identify remedial or corrective action that has been or will be taken to
correct the deficiency. Regardless of the remedial actions taken or proposed by the Company, it
is the Company’s obligation to ensure that compliance is achieved. As referenced below in
sections 1, 2 and 11, money recovered within the scope of this report was $14,581.25. As
referenced below in sections 2 and 11, following the findings of the examination, closed claim
surveys for the period from 2004 to 2006 conducted by the Company resulted in additional
payments of $17,016.52. As a result of the examination, the total amount of money returned to
~ claimants within the scope of this report was $31,597.77.

ACCIDENT AND DISABILITY
Initial Review

1. In seven instances, the Company failed to pay interest on an uncontested claim after
30 working days. The Department alleges these acts are in violation of CIC §10123.13(b).

1(a). In six of the seven instances, interest was not paid on Short Term Health Product
claims. Non-compliance with this part of the regulation was identified also in the
Department’s Claims Practices Report as of August 31, 2002.

1(a)(I). In three of the six instances, uncontested claims received were not
released for payment within 30 working days and therefore interest was due.

Summary of Company Response to Section 1(a)(I): These instances
were examiner errors. The Company has paid interest on these claims in the
amounts of $14.99. Refresher training was conducted on July 27, 2005 and
October 19, 2005. A reminder was provided to staff on November 30, 2005.

1(a)(X1). In three of the six instances, after BSL received an appeal and
determined that benefits were payable, the claim was paid but did not include
interest.

Summary of Company Response to Section 1(a)(II): In the three
instances, the Company has paid interest in the amount $2.10. Refresher training
was conducted on July 27, 2005 and October 19, 2005. A reminder was provided
to staff on November 30, 2005.

1(b). In one of the seven instances, interest was not paid on a Group Health Product on
an uncontested claim paid after 30 working days.

Summary of Company Response to Section 1(b): The Company reprocessed the
claims to allow benefits and paid $28.31 in interest. Refresher training was conducted on
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July 27, 2005 and October 19, 2005. A reminder was provided to staff on November 30,
2005.

2. In five instances, the Company failed to_pay interest on a contested claim after 30
" working days. The Department alleges these acts are in violation of CIC §10123.13(c).

2(a). In two instances, for the Short Term Health Product, claims were not released
timely and interest was not paid.

Summary of Company Response to Section 2(a): Retraining of the claims staff
was completed on October 19, 2005. The Company paid $13,595.11 in interest on these
two claims.

Additionally, the Company completed a survey of claims for the years of 2004
through 2006 for claims that were not released once a benefit determination had been
made. An additional $1,912.28 was paid as a result of the survey.

2(b). Inthree of the five instances for the Short Term Health Product, there were gaps in
the investigation which delayed benefit payments and interest was not included in the
payment. )

Summary of Company Response to Section 2(b): BSL agrees and issued
interest checks totaling $776.14. Refresher training was conducted on September 22,
2005, June 15, 2005 and August 24, 2005, and the issue will continue to be reinforced.

3. In five instances, the Company failed, to provide to the insured the correct
information concerning the right of an insured to request an independent medical review.
In these five Individual Family Plan (IFP) Product claims, letters and explanations of benefits
referenced the Department of Managed Care rather than the Department of Insurance. The
Department alleges these acts are in violation of CIC §10169(i). ‘

Summary of Company Response to 3: Explanations of independent medical reviews
(IMR) use standard language provided to all members regardlng their grievance options. The
reqmrement within the law of when to provide IMR rights is extensive, and therefore the
language is typically provided with other grievance rights available to the member as standard
process. It was inconsequential and had no impact on the member in these instances because IMR
relates only to decisions about medical necessity; however, this language was corrected on June 9,
2005.

4. In four instances, the Company failed to reimburse claims as soon as practical, but
no later than 30 working days after receipt of the claim or the Company failed to notify the
claimant in writing within 30 working days of receipt of the claim that the claim was
contested or denied. In one instance for the Short Term Health product, the Company failed to

reimburse claims as soon as practical, In three instances for the Short Term Health Product, the
Company failed to notify the claimant in writing within 30 days of receipt of the claim. Non-
compliance with this part of the regulation was identified also in the Department s Claims
Practices Report as of August 31, 2002. The Department alleges these acts are in violation of CIC
§10123.13(a). '




Summary of Company Response to 4: In the instance of the claim not reimbursed as
soon as practical, BSL agrees. The claim initially was received by Blue Shield of California at its
El Dorado Hills office and not at an office of BSL or of BSL’s TPA. The claimant’s error in
sending the claim to the wrong company at the wrong address created a delay in processing. In
January 2006, the Company worked with the El Dorado Hills office to ensure that the staff knows
how to get misrouted claims to the TPA in a timely manner.

In the second instance, BSL disagrees. The chronology of letters sent out on the file
demonstrates that the claimant was notified in a timely manner.

In the two instances in which the Company failed to notify the claimant in writing within 30 days
of receipt of the claim, BSL agrees. These were examiner errors made when the claims were
reinstated for payment and its protocols and requirements were not followed by the TPA. The

Company held a refresher training session with all claims examiners on procedures for reinstating -

claims and doing a thorough file review. This training was completed by January 30, 2006,
following the earliest of the referrals on these matters. ’

The Department’s Response to the Company Responses to 4:

" These are unresolved issues that may result in further administrative action.

5. In three instances, the Company failed to complete medical underwriting and resolve
all reasonable questions arising from written information submitted on or with an
application before issuing the policy or certificate. The Department alleges these acts are in
violation of CIC §10384.

In three out of the ten rescission files reviewed in the Individual Family Plan Product, at the time

of underwriting, BSL did not resolve all reasonable questions arising from written information
submitted on or with an application before issuing the policy or certificate.

In one of the three instances, the broker wrote on the application that an attending physician’s
statement (APS) was needed. The notation on the application should have prompted the
Company to investigate further. BSL did not obtain an APS at the time- of underwriting and
proceeded to afford coverage. Later after paying benefits, coverage was rescinded.

In the second instance, BSL accepted an incomplete application. The member answered no to
question #6, in Part 4 of the application for bladder condition. If the member had disclosed the
condition in Part 4, BSL requires completion of Part 5. Part 5 requests specific medical
information regarding the condition disclosed in Part 4. The member disclosed the condition in
Part 7 which does not contain the specific information required in Part 5. Part 7 does not request
the following medical information, but Part 5 does ask: Does the condition still exist? Date
condition began and ended? Treatment given? Hospitalized or emergency room visits and any
applicable dates?. Additionally, due to the disclosure of a bladder infection at the time of
application, this application did not meet the BSL “medical clean” guide. For the condition of
bladder infection, the BSL guidelines for this condition to be considered “medical clean” would
be a single occurrence, after one year. The condition disclosed was three months prior to the

application being signed, which is not one year free of bladder infections. There is no
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documentation of further steps taken to comply with the BSL guideline in light of the information
disclosed at the time of application. Further, the Milliman Guide utilized by BSL for
underwriting lists five “Development” points and “Rating” criteria for this condition. Without
obtaining additional medical information, the “Development™ and “Rating” portions of Milliman
can not be accurately assessed. '

In the third instance, at the time of application, the member disclosed the current use of a
prescription drug for a specific diagnosis. When Underwriting reviewed and rated the applicant,
it did not use the diagnosis that the applicant disclosed, rather it used a diagnosis that the
applicant did not have.

Summary of Company Response to 5: In the instance of the broker writing on the
application that an APS was needed, the Company disagrees. Because the applicant did not report
a medical condition, the broker’s response would not have raised a question to be resolved by
Underwriting, -

In the second instance, the Company disagrees. “As noted by the Department, this application for
coverage would not have met the “Clean Application” policy & procedure for the Installation &
Membership Department. This only means that the application continued being processed and
therefore this application was forwarded to an underwriter for review. It does not mean that the
application could not be considered “clean” by an underwriter. Blue Shield Life procedures for
processing an application were followed.” Listing a past condition and reporting no current
problems raises no reasonable question for purposes of underwriting. Underwriting’s review of
this application was consistent with its guidelines. ’

There are a variety of places in the application for an applicant to identify any medical
complications or conditions associated with a bladder infection. If an applicant indicates through
her responses to specific questions that she is not suffering from a condition or has no ongoing
symptoms (pain, etc), there is no reason to require an APS, unless Blue Shield Life is required to
disbelieve the applicant — which it is not. Any medical conditions associated with a bladder
infection were sought and answered by information provided by the applicant in her application,
which indicated that there was no ongoing problem.

In the third instance, the Company disagrees. The underwriter reviewed the application and noted
the responses. The underwriter rated the applicant based on the points assigned to the medication.
The underwriter was aware that medication could be used to treat two separate identifiable
diagnoses. Based on the information provided by the applicant there were no reasonable
questions raised by the application that required resolution, the underwriter used the information
provided in the application, and based on that information, the applicant qualified for coverage.

The Department’s Response to the Company Responses to S: In the instance of the
broker writing on the application that an attending physician’s statement was needed, the
Company was put on notice by this written statement to either contact the broker or obtain the
attending physician’s statement as noted. The Company did neither and later rescinded coverage.
The underwriting file does not contain documentation to support affording coverage when the
broker clearly indicated that the Company needed to investigate further prior to affording
coverage. :
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In the instance of the incomplete application, Part 4 of BSL’s application lists specific conditions
for which it requires additional medical information in Part 5. In this instance, the applicant
should have disclosed the medical condition in Part 4 as the condition was listed in Part 4. The
applicant, according to BSL’s application, is then required to complete Part 5, which this
applicant did not do. There is no documentation in the file to confirm at the time of application
what treatment the applicant received for the reported condition, when the condition began, if the
applicant had been hospitalized or if there were emergency room visits.

In the final instance, at the time of application, the applicant disclosed usage of a medication fora
specific diagnosis. BSL’s Underwriting Department rated the individual based on the medication
listed on the application using a different diagnosis than what was listed on the application. BSL
provided documentation to support its rating points used at the time of underwriting for the
medication the applicant used but the points were based on a diagnosis the member did not have.
BSL has not provided that this member was rated correctly for the conditions disclosed at the time
of application.

These are unresolved issues that may result in further administrative action.

6. In general, the Company failed to issue, deliver or endorse the entire contract. The
Department alleges this act is in violation of CIC §10113.

For the Short Term Health (STH) and the Individual Family Plan (IFP) Products, prior to June 1,
2006, when mailing the contract to the member, BSL did not attach a copy of the member
application to the contract but rather sent the application under separate cover to the member.

Summary of Company Response to Section 6: BSL now attaches a copy of the
completed application when mailing a policy to the insured. However, BSL disagrees that it
previously violated Insurance Code § 10113. BSL’s policy (then and now) specifically
incorporates by reference the application into the policy, and makes the application a part of the
policy issued. Under judicial decisions existing at the time, BSL’s practices satisfied the
“indorsed on” portion of Insurance Code § 10113.

The Department’s Response to the Company Responses to 6:

These are unresolved issues that may result in further administrative action.

7. In general, due fo rthe Company’s failure to attach a copy of the application and/or
failure to endorse on the policy at the time of issue, the insured shall not rbe bound by any
statements made in an application for a policy. The Department alleges this act is in violation

of CIC §10381.5

In instances of rescinded and cancelled contracts for the vSTH and IFP Plans, BSL was not in
compliance with CIC §10113 and therefore the use of the applications to rescind or cancel 185
STH contracts and 44 IFP contracts is a violation of CIC §10381.5.

, Summary of Company Response to Section 7: “The ‘endorsed on’ language of Section
10381.5 means ‘incorporated by reference.” Because BSL’s policies incorporated the application
by reference (and, indeed, the application itself references that fact), that. policy completely
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satisfies Section 10381.5. Under judicial decisions existing at the time, BSL’s practices satisfied
Section 10381.5. In addition, Blue Shield Life now attaches a copy of the application to the
policy when it is mailed fo the insured, the alternative prong of Section 10381.5 is satisfied. Blue
Shield Life’s practice satisfies, and always has satisfied, the requirements of Section 10381.5.”

The Department’s Response to the Company Responses to 7:

This is an unresolved issue and may result in further administrative action.

ACCIDENT AND DISABILITY _ |
Targeted Review

8. In 17 instances, the Company engaged in an unfair or deceptive act or practice in the
business of insurance. The Department alleges these acts are in violation of CIC §790.02

8(a). In seven of the 17 instances, members submitted appeal letters in response to BSL
rescinding their health insurance coverage. The member appeals specifically addressed
the issues BSL cited in its rescission letters and in some instances, members also attached
statements from providers. In BSL’s response to the member appeals, BSL did not
address the specific issues brought forth in the member appeals, and upheld its original
decision to rescind the member’s health insurance coverage.

Summary of Company response to 8(a): BSL disagrees. BSL’s decision
remained unchanged and the letters documented the facts that BSL relied upon in
upholding its decision.

The Department’s Response to the Company Response to 8(a): The original rescission
letters sent to the members provided BSL’s interpretations of the members’ medical
histories. In the member appeal letters, the members disputed BSL’s interpretation and
provided BSL with their understanding of their medical conditions. BSL’s rescission files
contained neither documentation that at the time of appeal, BSL re-evaluated its original
decision to rescind coverage nor documentation that BSL conducted a medical re-review
based upon the statements made in the appeal by the member or provider. Further, BSL’s
written response to the member appeals did not address specifically the member’s issues
or physician’s statements provided at the time of the appeal

This is an unresolved issue and may result in further administrative action.

8(b). In three of the 17 instances, BSL assigned points erroneously for symptoms for
which there was not a diagnosis. :

Summary of Company response to 8(b): BSL provided responses regarding
these instances by referral responses dated May 22, 2007, June 17, 2007, and June 17,
2007. In each instance, the application had inquired, not just about diagnoses, but about
professional advice, treatment and symptoms. In each instance, the points assigned were
consistent with the Milliman guidelines.
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The Department’s Response to the Company Response to 8(b):

This is an unresolved issue that may require further administrative action.

8(c). In one of the 17 instances, BSL’s rescission letter to the member listed conditions
it had knowledge of at the time of initial underwriting. The conditions listed in the
rescission letter were conditions for which claims were presented by the member under

previous coverage with BSL.

Summary of Company response to 8(c): BSL responded regarding this instance
by referral response dated June 21, 2007.

The initial underwriter’s review includes the review of prior claims history as documented
in the LDIU screen. Underwriting practice is to review prior claims history and consider
the condition, the number of claims, and the dollar amount of the claims in that review.
This insured’s prior coverage was not with BSL, but w1th Blue Shield of California, in a
group plan January 1, 1997 to August 1, 2001. When "the applicant applied for coverage
some of her prior claims history had purged from the system because of her history under
the prior coverage extended back 5 years. The history that was not yet purged was
considered at the time of application.

The UIU underwriter includes all medical conditions in the rescission letter. A condition
on its own may not be of significant underwriting risk. This same condition, alongside
other conditions, may be of significant underwriting risk. The rescission letter to this
insured listed conditions existing during the time she did not have coverage with Blue
Shield of California as well as when she had coverage. This insured did not provide
information on several material conditions that were diagnosed and/or treated during the
time she did not have coverage with Blue Shield. Had she disclosed these matters on her
application, it would have been declined. ‘

Although the rescission letter also listed conditions that may have existed during the time
she had coverage with Blue Shield of California, an insured has a duty to disclose such
matters in applying for coverage. Insurance Code § 332. BSL was entitled to ask her to
do so on her application rather than search through purged claims data from an affiliated
but legally distinct entity.

Moreover, she not disclose on her application for coverage several serious conditions that
had only recently been discovered or treated at the time of her application. BSL did not
have access to that significant 1nformat10n because this insured did not provide it on her
application.

Finally, given that it had been over 2.5 years since this insured had had coverage with
Blue Shield of California, BSL was entitled to determine her current condition and history
through its application and there was no reasonable question raised in the information
provided on her application.

' Name redacted 9/19/08




The Department’s Response to the Company Response to 8(¢):

This is an unresolved issue that may require further administrative action.

8(d). In one of the 17 instances, the page of the application that contains the guarantee
issue option and the “producer” signature is missing.

Summary of Company response to 8(d): The complete record for this individual
was provided to the Department. There is no broker section applicable for this
application. All necessary information regarding the broker has been provided. At the top
of each page it is stamped with the Direct Sales Name. The IFP Direct Sales Department
is a department of BSL and the stamp identifies one of its employees.

The Department’s Response to the Company Response to 8(d): This is the only
application examined involving a direct sales broker that did not contain the page of the
application that includes both the “broker” and the guarantee issue information. Therefore
the Department concludes that BSL did not provide the applicant with the option of a
guarantee issue plan which was available at the time of application.

This is an unresolved issue that may require further administrative action.

8(e). In one of the 17 instances, BSL, during the course of an Underwriting
Investigation Unit (UIU) investigation, rescinded coverage without attempting to obtain
all of the member’s medical history. BSL based its decision to rescind coverage upon
medical records from two physicians who provided service nine and 16 months prior to
the member’s effective date of coverage.

The medical records that were nine months prior indicated that the member was seen for a
“kind of pelvic pain” with a final diagnosis of “bloating and abdominal pain”. A CT scan
was set up at that time. For the “kind of pelvic pain” the member told the physician that
she had had a workup at Kaiser 10 months prior to this visit and a left ovarian cyst had
been diagnosed by ultra sound. Kaiser recommended treatment with birth control pills
which the member had declined.

The records -also noted that the patient had some mild urinary stress incontinence that
seemed to be getting worse. : '

The member was seen by another physician 16 months prior to the effective date for an
elective/cosmetic procedure. The patient was seen for a consultation regarding a possible
breast lift. This would be cosmetic surgery and not a covered benefit under the health
insurance plan with BSL. The medical records are clear that the member did not want a
breast reduction but a breast lift.

BSL rescinded coverage without obtaining medical records from Kaiser, a statement from
the member and or medical records for the nine-month period prior to the member’s
effective date of coverage. '
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Summary of Company Response to 8(e): BSL disagrees. BSL is not required by
law or otherwise to review all medical records of the individual in order to complete its
rescission investigation. BSL’s. rescission investigation was completed with the
information in the available medical records in its possession. There was no reason to
request additional medical records and cause an unnecessary delay in the decision once
there was enough information to make the decision. :

The member’s visit nine months prior was significant regarding her current medical
problems as well as her medical history that was disclosed to the physician. At the time of
the office visit, the member indicated a chief complaint of a kind of pelvic pain. The
member disclosed that earlier in the year, she had a workup at Kaiser for pelvic pain
which included a pelvic examination and ultrasound which showed a cyst on the left ovary
with recommended treatment of birth control pills. Although the member did not want to
restart the usage of birth control pills, the left ovarian cyst did exist and she declined the
recommended treatment. Declining treatment does not eliminate the underwriting risk.
She disclosed her history of a left ovarian cyst to the physician, but did not disclose this
condition on her application for health insurance coverage. BSL did not have the
“opportunity at the time of initial underwriting to determine if the ovarian cyst was present
as the member did not disclose this significant medical history at the time of application
for coverage.

The member disclosed mild urinary stress incontinence that “seemed to be getting worse”.
This indicated an ongoing condition. It was also a known condition that she disclosed to
her physician but not to BSL at the time of application. Had she disclosed this condition
on her application, BSL would not have afforded coverage if surgery was recommended
and rated 100 points if she had not had a urological evaluation and report of present status.

A breast lift is a breast reconstruction type of surgery: Although not the same as breast
reduction it is still a breast surgery. BSL underwriting refers to breast reduction in the
rating of this surgery.  The underwriting guide on this is “Breast Implantation,
Reconstruction and Reduction” and if surgery is pending, 125 points apply. Declining
medical treatment has no impact on underwriting risk. Had this condition been disclosed
on the application, BSL would not have afforded coverage. : :

The Department’s Response to the Company Response to 8(¢): The UIU rating relied
on medical records nine and 16 months prior to the member’s effective date to rescind
coverage. There is no documentation in the file that the member, during the nine months
prior to the effective date continued to receive treatment for or still had a left ovarian cyst,
continuing pelvic pain or mild urinary stress incontinence. Ovarian cysts can be treated
with birth control pills (which the member declined) or ovarian cysts can go away without
any medical treatment. Rating this as a postponement is unreasonable without attempting
to obtain the member’s medical history for the nine month period prior to the effective
date of coverage. BSL may not have had the opportunity at the time of underwriting to
determine if the condition was present, but it did have the opportunity at the time of the
UIU investigation to obtain the medical records.

BSL rated “mild urinary stress incontinence” as an ongoing condition when the physician
only briefly noted it in the medical records. It is unreasonable to rate the member for an
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ongoing condition when the physician records neither reflect the condition in the final
diagnosis nor provide a treatment plan.

The BSL rescission letter to the member noted that the member was seen for a “breast
reduction”, which the member’s medical records do not reflect. In response to the
Department, BSL noted that the 125 points assigned for a breast reduction also applies for
breast reconstruction. BSL has determined that its underwriting guideline for breast
reduction with no implantation, pending surgery would apply for the member’s office visit
for a consultation on breast lift. The underwriting guideline for breast reconstruction
would not apply. Breast reconstruction is the rebuilding of a breast and is normally
associated with breast cancer patients who have had a mastectomy. A breast lift is an
elective/cosmetic procedure which is not a rebuilding of or reconstruction of a breast.
BSL’s assignment of 125 points for the consultation on a breast lift is incorrect.

At the time of the UIU investigation, BSL did not attempt to obtain the member’s
complete medical history prior to rescinding coverage.

This is an unresolved issue that may require further administrative action.

8(f). 1In one of the 17 instances, the file does not document that BSL followed its own
procedure for the rating of a diagnosis that is not listed in its underwriting guide. UIU
neither: requested additional information from the applicant or physician nor referred to a
medical dictionary or other medical text for cross-referencing to find a similar condition
that is listed. UIU neither referred the diagnosis to the medical director, who could either
point to a sirnilar condition or help assign a rate appropriate to the condition, nor referred
the diagnosis for an administrative/medical review. BSL has not verified that, at the time
of the UIU investigation, BSL procedures for evaluating a diagnosis not listed in its
underwriting guideline were followed.

Summary of Company Response to 8(f): BSL provided a response regarding
this instance by referral response dated May 22, 2007. As set forth in that referral
response, BSL procedures were followed. If there is no specific guideline on a condition,
underwriters are instructed to “rate as,” and to use a condition most similar to the
diagnosis, based on symptoms and treatment type. Based on the symptoms and treatment
type, BSL applied the appropriate guideline, and the points assigned were the points that
would have been assigned initially had the condition been reported as requested on the
application.

The Department’s Response to the Company Response to 8():

This is an unresolved issue and may result in further administrative action.

8(g). In one of the 17 instances, the member requested a transfer in policy plans. In
some instances, when a member requests a transfer to another plan, BSL does not conduct
an underwriting investigation. BSL provided its written procedure and Plan Matrix to
underwrite at the time of a plan transfer request. In this instance, the Plan Matrix provided
to the Department to support the underwriting was not in effect at the time the member
made the request. '
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Summary of Company response to 8(g): BSL disagrees. The transfer matrix
applicable at the time of the request required underwriting from the PPO 5000 plan to the
PPO 750 plan. Generally, underwriting is required when a request for lowest rates or an
upgrade to a lower deductible plan is made. The free (or non-underwritten) transfer
matrix is updated as new plans are added or as needed. Updated matrices are distributed
as desktop tools for underwriting, I&M, etc. but not retained.

The Department’s Response to the Company Response to 8(g): The applicable Plan
Matrix was not provided to the Department to support underwriting of this plan transfer
request. '

This is an unresolved issue that may require further administrative action.

8(h). In BSL responses addressing the issue of IFP applicants who had previous BSL
coverage, BSL has provided three inconsistent responses to the Department when
providing its procedure for the evaluation of an applicant’s previous health history at the
time of underwriting.

Summary of Company response to 8(h): This issue was not presented to BSL
through a referral and BSL has not had a previous opportunity to respond. The
Department has not identified the responses that it believes are inconsistent with one
another or revealed the manner in which it believes those responses are inconsistent.
BSL’s practices in evaluating previous health history are sound and reasonable from an
underwriting standpoint and are consistently applied. =~ BSL believes that any
inconsistencies the examiners perceive arise from the unavoidable exercise of
underwriting judgment as applied to varying situations and health histories.

The Department’s Response to the Company Response to 8(h):

This is an unresolved issue that may require further administrative action.

8(i). In the 34 files reviewed, BSL rescinded 30 individuals’ coverage and cancelled
four individuals’ coverage after completing its UIU investigation. BSL has not provided
it’s guideline to support rescinding coverage versus cancellation of coverage.

Summary of Company response to 8(i): BSL allows the UIU underwriter to
determine a prospective termination date in their discretion and on a case-by-case basis.
There is no written policy & procedure because this is only done by exception. At BSL’s
discretion are various factors that may be (but are not ever required to be) considered,
including the length of time coverage was in effect, claims that have been received to date,
any gap in coverage created by a rescission, ability to recover payment from providers for
claims already paid, or any other information deemed relevant in a particular case by the
underwriter. : '

The Department’s Response to the Company Response to 8(i): BSL has not provided
how its underwriters determine to rescind coverage and not to cancel coverage.
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This is an unresolved issue that may require further administrative action.

9. In seven instances, the Company failed to complete medical underwriting and resolve
all reasonable questions arising from written information submitted on or with an
application before issuing the policy or certificate. The Department alleges these acts are in
violation of CIC §10384.

9(a). In four of the seven instances, at the time of application BSL had access to or
knowledge of prior BSL health insurance coverage, claims or medical information which
was not disclosed by the applicant on the application. There is no documentation that
BSL, at the time of application, made any attempt, prior to affording coverage, to access
the additional information available, to obtain medical records or to question an applicant
regarding a medical history not disclosed on the application. With the knowledge that the
individuals had provided false or incomplete medical histories, BSL afforded coverage
without obtaining statements from the members, medical records from treating physicians
or attending physician statements.

Summary of Company Response to 9(a): In general, BSL disagrees. The
underwriting policy and procedure for the review of applications with prior Blue Shield
coverage history require the underwriter to evaluate any claims to determine, in part, if
unstated risk is a possibility. An underwriter would further evaluate if there is a claims
history indicating claims are ongoing, indicating a chronic condition by a repetitive claims
pattern, and/or indicating claims are recent (just previous to the date of the IFP application
for coverage). Use of BSL’s resources available at the time of underwriting is standard

"practice. “Use of” does not always equate a negative decision or a request for medical
records. Each case is individually evaluated on its own merits based on any information
known or being disclosed by the applicant, and BSL relies on the applicant statements in
conjunction with prior membership history.

In one instance, BSL disagrees. Prior BSL Short Term Health (STH) coverage is not .

available to IFP underwriting. BSL has discontinued issuing STH policies. |

In one instance, the system showed a total of three purged claims with the total amount of
each claim billed under $1,000. Therefore, underwriting was complete and the approval
of health coverage was appropriate based upon the responses to the health questions in the
application, the response that the last physician visit was “normal,” and the purged claims
data in BSL’s system.

In another instance, when the applicant applied for coverage, some of her prior claims
history had purged because of the length of time and a total of 11 claims were showing.
All these claims were under $10,000.

In another instance, the claims history and application showed less than $2,000.00 in
claims had been paid in over 14 months; no repetitive claims history; provider visits
occurred seven to 12 months prior to application for IFP coverage; at the time of IFP
application, the applicant reported his last examination results as “good”; and all health
questions on the application were answered “no”. Based on the information available to
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BSL through its claims history and the lack of information provided at the time of
application, the application was finalized without the need for further information

concerning claims under the previous coverage.

The Department’s Response to the Company Response to 9(a): In the instance of the
prior STH coverage being unavailable to IFP underwriting, BSL needs a procedure to
obtain access to the claims histories of applicants who had prior coverage under any BSL
product.

In the instances in which BSL did review the prior BSL medical history, BSL responds
that its procedures were followed, but has not provided the Department with a copy of the
procedures it references in its response. Additionally, the individual responses were
inconsistent with each other regarding the handling of three of the rescissions.

BSL based its underwriting approval upon receipt of a clean application and on the
applicant’s previous BSL claims history. BSL did not obtain statements or medical
records from the members when it was aware that the applicants had not fully disclosed
their medical histories.

Additionally, two of the individual’s prior BSL coverage had not been in effect for over
two years. Again, with the knowledge that these individuals had not provided a complete
medical history on their applications, BSL made no attempt to investigate the medical
history for the period of time from the previous coverage with BSL to the time the
incomplete applications were received.

With the knowledge that the applicants had not provided true and accurate medical
histories, BSL failed to complete medical underwriting before affording coverage.

This is an unresolved issue that may require further administrative action.

9(b). In three of the seven instances, Parts 4, 5, 6 and 7 of the BSL application require
an applicant to disclose his/her medical history. If an applicant answers yes to one or
more of the first 24 questions in Part 4, completion of Part 5 is required. Part 5 states, “If
you answered “YES” to any of questions 1-24 in PART 4, give details below.” The
applicant is then required to provide BSL with the name of the patient; diagnosis and
treatment; date the condition began; date the condition ended; answer yes or no if the
condition still exists; the present status; dates hospitalized or emergency room visited, if
applicable; and the name, address and phone number of all physicians and medical groups
for each condition listed in Part 4.

9(b)(I). In the first instance, the applicant checked yes to a medical question in
part 4 of the application which requires part 5 to be completed. On Part 5, the
applicant disclosed that the condition still exists “sometimes”. The applicant did
not provide the “Present Status” for the condition disclosed as is required by BSL’s
pending application guideline, In Part 6, the applicant did not provide an answer
to the “Frequency”. Prior to approving this individual for coverage, BSL did not
contact the applicant to obtain responses to information missing on the application.
Coverage was afforded with an incomplete application.
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Summary of Company Response to 9(b)(I): BSL disagrees. Completion
of Part 5 is not required or necessary; rather, it is critical that the applicants
disclose their conditions and provide complete information regarding the
conditions. The lack of a response on the application does not automatically raise
a question for underwriting purposes. It depends entirely on the condition at issue.
For part 6, this has no impact on the underwriting of this application, and this
information was not required in order to underwrite the application. Underwriting
knew that the medication listed by the applicant is a prescription medication used
daily to offset the disclosed condition. This was supported by the type of exam
noted by the applicant, and the diagnosis. The applicant also noted in Part 7 a
yearly exam with “normal” findings about 45 days before signing this application.
“No medical records were required based on the condition disclosed by the
applicant. The Department has noted in several referrals its belief that medical
records are required in order for Blue Shield Life to complete medical
underwriting of an application. This is not accurate — either to underwriting in
general or specific to Blue Shield Life underwriting practices. Requesting medical
records or additional information from the applicant depends on the condition
disclosed by the applicant. In this case, the condition disclosed was mild
migraines and this does not require medical record review. Underwriting’s review
of this application was consistent with its guidelines.”

The Department’s Response to_the Company Response to 9(b)(I): BSL’s
guideline for Part 5 of the application states, “The following information is located
in part 5 of the IFP application. Only fields [...] marked with an asterisk (*) can
be obtained over the telephone — all others must be obtained in writing (fax or
email); initialed and dated by the applicant.” The member did not answer the
question “present status” and BSL did not follow its own guideline prior to
affording coverage by obtaining a statement from the applicant for the unanswered
question. It is unclear how BSL determined that no medical records were required
“based on the condition disclosed by the applicant, when according to BSL’s own
guidelines the condition disclosed warranted further review at the time of
underwriting. There is no documentation in the underwriting file as to how BSL,
with only an application was able to evaluate the disclosed condition without
obtaining additional medical information from the applicant or the applicant’s
physician. Another BSL guideline provides that an Attending Physician Statement
can be requested for additional information or clarification on symptoms such as
headache.

Prior to affording coverage, BSL failed to obtain a completed application by means
of an adequate investigation as required by its own procedures.

This is an unresolved issue that may require further administrative action.

9(b)(II). In the second instance, in Part 5 of the application, the applicant listed
two conditions. For the first condition listed, the applicant did not provide the

diagnosis/condition that led to a surgery. The BSL application requests a response -

to “Diagnosis and Treatment”.
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For the second condition, the applicant provided information about treatment that
occurred 11 % months prior to submitting the application and stated that the
condition no longer existed. The applicant then listed the second condition again
in Part 7 of the application. In Part 7, the applicant provided that five months prior
to signing the application, she was treated for and referred to another physician for
the same condition that she reported in Part 5 of the application that no longer
existed. :

Summary of Company Response to 9(b)(II): BSL disagrees. For the first
condition listed, in response to the question, “diagnosis and treatment,” the
applicant provided what surgery was performed. Therefore, the response to this
question was provided by the applicant. In the response to the question, “does the
condition still exist?” the applicant responded “no.” Therefore, the response to this
question was provided by the applicant.

For the second condition listed, there is no conflict of information in this
application. The applicant reported in Part 5 that treatment was received in 2003
and that the condition did not still exist and the present status was “good”. The
applicant then reported a follow-up visit to a general practitioner and present status
as “good”. There was no new referral or continuing care reported.

The Department’s Response to the Company Response to 9(b)(II): For the first
condition, the applicant disclosed that at the age of 38, she had a hysterectomy but
did not provide, as requested in Part 5 of the application, what medical condition
she had that required her to have a hysterectomy at the age of 38. BSL guidelines
require that at the time of application if the member does not provide the diagnosis
in Part 5, that the required information must be obtained in writing, initialed and
dated by the applicant. There is no documentation that BSL followed its own
guideline to resolve the missing information on the application. ’

For the second condition, BSL has interpreted that the treatment reported in Part 7
does not conflict with the same condition reported in Part 5. Part 7 discloses that
the member was seen six months prior to her effective date when she was referred
by her general practitioner due to stress. If an applicant provides under Part 7,
“present status”, that they have had a physician’s visit within the last 4 years,
BSL’s guideline is to obtain medical information in writing regarding the condition
disclosed

At the time of application, BSL failed to resolve inconsistent statements made on
the application or to obtain information its own guidelines require prior to

affording coverage.

This is an unresolved issue that may require further administrative action.

9(b)(I1I). In one of the seven instances, at the time of underwriting, the applicant
disclosed a condition on the application. The disclosed condition at the time of
application was not listed in the BSL underwriting guide utilized to assess the
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rating of an individual for coverage. The applicant was afforded coverage under
Tier 1 without the medical condition being reviewed. The file does not document
that BSL completed its underwriting requirement at the time coverage was
afforded. ' '

Summary of Company Response to 9(b)(ITI): Because only the most
common medical conditions (approximately 1000) are listed in the Milliman
guidelines, not every medical condition is included. When confronted with an
unlisted condition, the underwriter has several options for the assessing the risk of
the condition. The underwriter can (i) request additional information to determine
an etiology for the actual debit rating, (ii) cross-reference the condition with
similar conditions described in medical dictionaries or texts, (iii) review the matter
with underwriting peers, or (iv) request assistance from the medical director in
assigning a rate appropriate to the condition.

The Department’s referral asked what procedures are in place to evaluate a
condition that is disclosed by an apphcatlon but is not listed in the Milliman guide.
BSL fully disclosed those procedures in its response. The referral did not ask.
which option available under those procedures was followed in this instance.
However, in this instance, the underwriter did not consider the hyperhydrosis
condition or assign points because the condition is curable with treatment, the
application stated that the condition had been cured, and the condition had been
cured for over two years.

The Department’s Response to the Company Response to 9(b)(I11):

BSL has not provided which option the BSL underwriter utilized to review the
condition not listed in its underwriting guideline. At the time coverage was
afforded, there is no documentation that BSL assessed its risk before issuing
coverage.

This is an unresolved issue that may require further administrative action.

10. In three instances, the Company failed to provide the examiners timely,
convenient, and free access at all reasonable hours at its offices to all books, records,
accounts, papers, documents, and any or all computer or other recording relating to the
property, assets, business, and affairs of the company being examined. The first instance
pertains to an individual rescission file. BSL had rescinded coverage, and denied the
members appeal. At a later date, BSL overturned the rescission and reinstated coverage,
pursuant to administrative review. A copy of the administrative review was not provided -
aftera request

The second instance pertains to a general issue. BSL indicated that it followed its
“Underwriting policy and procedure for the review of applications with prior Blue Shield
coverage history” but the Company did not provide a copy of the referenced procedures.

" The final instance pertains to a general issue. BSL did not provide a copy of its Plan

Transfer Matrix used during the period of June 1, 2004 through December 14, 2004. The
matrix is used to determine if the member’s request to change plans will or will not be
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subjected to underwriting.

The Department alleges these acts are in violation of CIC §734.

Summary of Company Response to 10: In regard to the first instance, the complete
file was provided to the Department. BSL reinstated coverage due to an administrative
review that would not and could not be maintained in the member’s file. The administrative
review was a review of the agent’s entire book of business with Blue Shield, which is a
confidential contractual issue between the agent and Blue Shield and would not be
appropriate for reference in other business files, including member files. Blue Shield
initiated the review of the agent’s book of business because of a concern that the agent was
submitting applications that he completed and/or was not including all medical details.
Action was taken with the agent. Upon Blue Shield’s subsequent review of the agent’s book
of business, coverage was reinstated.

In the second instance, the initial underwriter’s review includes a review of prior claims
history as documented in the LDIU screen.

In the final instance, BSL did not retain a copy of the plan transfer matrix for the period of

‘June 1, 2004 through December 14, 2004, but has provided copies of all subsequent version

of the matrices.

 The Department’s Response to the Company Response to 10:

These are unresolved issues that may require further administrative action.

LIFE

11. In three instances, the Company failed to return premium. At the time of claims
settlement the Company failed to return premium to beneficiaries. The Department alleges these

acts are in violation of CIC §481.

Summary of Company Response: The Company agrees. Refresher training was
completed at the end of April 2006. The Company issued interest payments to the three
claimant’s totaling $164.60. In July 2006, the Company completed a survey of claims for the -
 years of 2004 through 2006. An additional $15,104.24 was paid to the claimants as a result of the

survey.
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